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ABSTRACT 


This study focuses principally on Section 1 30 2 fa) of the “rational 
Flood Insurance Act, undertaking to: (1) identify and explore 
alternative means for its implementation; (2) estimate the number 
of structures potentially eligible for purchase under it; f 3) 
identify the effects of Section 1362 on individuals and communi¬ 
ties; (4) identify its relation to other federal policies and 
programs; and (5) estimate the federal costs associated v.ith the 
purchase of flooded properties. 

experience indicates that structural protection is not feasible 
nor applicable for a larae share of the existing dove]orm.cnf in 
the nation's floodplains and that correctin'; nor.-conTormina uses 
through regulatory mechanisms is not effective. Therefore, the 
long-term relief of hazards will require the acquisition and. 
relocation of certain flood prone properties. 

There is ample precedent in local experience for reducin'; flood 
hazards through the acquisition of property. .Many communities 
in the nation have acquired or attempted to acquire Ho'-d or no 
properties for this purpose. 

Full implementation of Section 1362 (a) can provide federal 
assistance and leadership in reducing flood hazards through ac¬ 
quisition and relocation, thus helping to lessen national flood 
losses, a goal envisioned in federal flood-related legislation 
enacted since 1936. Moreover, it can reduce federal flood- 
related expenditures. 

Acquisition under Section 1362 ran assist communities to achieve 
their comprehensive community development goals, while simul¬ 
taneously making wise use of their floodplains, correcting east 
mistakes in development, as well as reducing flood losses. 

Furthermore, 1362 acquisition benefits individuals, chiefly the 
owners of acquired properties, permitting them to avoid the per¬ 
sonal stress, financial and health problems and neighborhood 
blight associated with hazardous flooding. 

Tt is estimated that the number of properties that will become 
•ligible and available for acquisition under Section 1362 will 
.ise from 1,600 in 1981 to about 2,000 in the year 2000. In 1979 
dollars the federal cost of purchasing these properties would 
rise from $21 to $27 million. 
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Limited administrative resources at federal and local levels as 


well as funding may require implementation of the Section 1362 
program to proceed on a priority or selective basis for some 
time. 


The program should be carried out in close cooperation with the 
states and local communities and, for greatest effectiveness, 
should be closely coordinated with related federal programs. 
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MAJOR FINDINGS 


In recent years, more than 200 loca l comm uni t j e.s hare venire : 
or attempted to acquire property located in the f i m >: i; j 1 1 i n. 

Some communities have relied primarily on local funds; others 
were funded through a combination ef state and federal t. roera.es 
Land and Water Conservation Funds and Community F, i ock Grants 
have been particularly important in this regard. In theory, 
Section 73 of the Water Resource Development Act of 1974 autho¬ 
rizes 80% federal funding of property acquisition and other non 
structural floodplain management projects, but Congress has yet 
to appropriate funds for acquisition under Section 73. 

Although these various programs can be used to acquire property 
in floodplains, none has as its primary purpose the reduction o 
flood hazards. In contrast, the only purpose of Section 3 362 
of the National Flood Insurance Program is the purchase of floo 
damaged property when it servos the public interest. This sec¬ 
tion authorizes the purchase of property seriously damaged by a 
single flood or inmaged less severely by three floods in a five 
year period. The public interest can be defined in such a way 
as to promote nubile safety by enabling property owners to avoi 
future flood risk; • < f aci lltate cornuni ty floodplain mar. a jer.cn 
and hazard ell i •; a 1. i • r.; t: ■ ■ ><• . . a fedora I disaster-re1 ated oxnen 
di taros; ana to cord r ibute *• the supply of needed open space 
and recreat 1 one i »oso'arces in an area. Section 1 362 has an 
added a«ivunt.ua<> in tied if offers owners of f 1 ood-damaged’ prop¬ 
erty a fin.ui’i 1 ’’" fen«, i ble a ! tentative to repairin': a da.-; a cod 
struct are at •. l" 11 1 !:.■■: to, lengthy study or proioct ipp 1 

cation reirii.re-.erd e- a r« - nii red and assi stance is avai .1 abl 
when it. is need. • ,P , ii :•( ciatoly f ol lowing a f 1 nog,. 

The other :: ... r : 1 :. •: i ••. u nl t he study relate to nrojoct: ions c" 
the numbers eir roper t i os <• i iai.bic for acquis i t:ion under iVetio 
1 162, budget t ec'.: t v • n t, impacts on communities and, indi'-rdm 
and admr n i. sf r if i \v • nni rat ions. They arc listed below. 

1. One way t o estimate the potent ia 1 cent riled i on ef Focti.cn 
1 362 t.o the hat i on i I Fleo.j insurance Proui am is t a see how 

many proper! ice, cog: i have been acquiree had Sort ion 1 162 

been in nporat i n r r- •" tile incept i on ef the h'l'Tl to date 

(i . €>. , January I't/O - June I 9‘ : 9) . Pari ng tills peri d: 

a) More than 6,100 rd ruct urns, ruistly silicic f ami ly hones , 
would have been eligible for acqu i si t i on. Over 98'. of 






them would have become eligible by being substantially 
damaged in a single flood event. Less than 2% of the 
eligible structures would have become eligible through 
repetitive damage. 

b) From January 1970 through June 1979 nearly 1,140 com¬ 
munities nationwide contained properties that would 
Have met the statutory eligibility criteria for acqui ¬ 
sition under Section 1362. Approximately 100 of these 
communities contained 10 or more eligible properties. 
Nearly 60% of all eligible properties were in communi¬ 
ties with 10 or more eligible properties in a single year. 

c) Nearly 50% of the eligible properties were damaged in a 
Presidentially declared disasteTT 

d) Eligible properties are distributed somewhat unevenly 
geographically. Nearly 60% of the properties are in the 
South, 21% and 15% are in the Northeast and North Central 
States, respectively, and 6% in the West. This distribu¬ 
tion appears to be a function of the overall flood hazard 
in the regions. There is little evidence to suggest 
that 1973-79 (the years in which there were sufficient 
flood insurance policies in force to draw valid conclu¬ 
sions) were years of abnormally serious flooding. 

e) T he eligible properties during this historic period 
accounted for only 7% of all claims with structure 
damage, but 23% of the dollar value of all such claims. 

The dollar value of contents damage was also substantial. 

2. Based on the historical percentage of "eligible" claims to 
policies in force, eligible properties were projected to the 
year 2000 in relation to projected policies in force. The 
program is expected to remain modest, in part because new 
construction in regular program communities is to be above 
the 100-year flood elevation. 

a) An estimated 1,600 properties are expected to meet the 
eligibility criteria and be available for acquisition 
under Section 1362. This figure is expected to increase 
to about 2,000 properties by the year 2000. 

b) In constant 1979 dollars, the federal outlays required 
to purchase eligible and available properties range from 
$21 million in 1981 to $27 million by the 2000. These 
include administrative costs plus the difference between 



the cash value of the structure and an insurance pay ror.t. 
based on the determination of a total loss and a land 
payment based on the cost of a comparable site outside 
the floodplain. 


c) Although one would expect the proportion of total o!i 
ble properties due to repetitive damage would rise the 
longer the program is in operation, it is not anticipa¬ 
ted that they will ever account for a maior share of 
all eligible properties. 

3. These budget estimates are based on the assumption that all 
eligible and available properties are purchased. However, 
many of the historical properties are scattered and many 
communities contain only one or tv/o of them. Althoug h , in 
m any cases the purchase of scattered properties may be jus¬ 
tified, in order to maximize the future hazard mitiga tion 
potential and to take full advantage of open space benefi ts, 
FEMA may want to give priority to communities with 10 or 
more eligible properties m the same year or to communities 
where Presidential disasters are declared. Budget estimates 
would be modified accordingly. 

4. Past acquisition efforts have often made use of a combination 
of funding sources. The study indicates that communities 
should be encouraged to combine "1362" acquisition funds 
with other funds to help obtain sizable tracts of land for 
open space reuse. 

5. Administratively, there are probably several ways to finance 
the actual acquisition of flood-damaged properties. Some 
funds will need to be appropriated each year, but because of 
the fluctuations in flood damages from year to year, it is 
estimated that up to five times the projected annual outlays 
miqht be needed in years of catastrophic floods. Th e need 
to obtain special appropriations can be reducer! by reimbur ¬ 
sing eligible property owners on the basis of constiuctive 
total loss, wherever possible. 


6. Although there appear s to be no basis for requiring local 

c ost-sharing for "1362" acquisition, federal costs coul d be 
reduced~i'f local governments were asked to bear their own 
administrative costs, and where a Presidential disaster 
declaration has not been mad e, the costs of demolition~and 
site clearance. 


7. To the extent permitted by law, the direct acquisition by 
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states and local governments (rather than federal purchase 
follow ed by a transfer of title to states or localities) 
would also save some administrative costs." ~ 

8. Because the program involves voluntary sales by the home- 
owner, the success of the program depends on the well-being 
of the homeowner, after acquisition and relocation. This 
situation is complicated by the fact that many eligible 
properties were valued well below the average market value 
in the surrounding area. Therefore, payments equal to the 
market value of property less insurance payments may not 

be sufficient to allow homeowners to purchase comparable 
housing outside of the floodplain. Since Section 1362 will 
only serve the public interest if owners of eligible proper¬ 
ties move out of the floodplain and since the loss of land 
value cannot be protected under the flood insurance policy, 
land payments under Section 1362 may best be based on the 
cost of land outside the floodplain. 

9. During the case studies, local officials were not completely 
enthusiastic about perpetual open space restrictions because 
of the potential loss in taxes and other revenues. However, 
unless the flood hazard were to be eliminated in the future, 
anything less than perpetual open space use would not be in 
the interest of flood hazard mitigation. 
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I. INTRODUCTION 


Sections 1362 (a) and (b) of the National Flood Insurance Act 
of 1968, as amended, authorize the Director of the Federal 
Emergency Management Agency (FEMA), when it is determined that 
the public interest would be served, to purchase certain in¬ 
sured properties located in flood risk areas from willing 
owners and to transfer them to states or localities for feder¬ 
ally acceptable purposes. To qualify for purchase properties 
must have been damaged substantially beyond repair by floods 
or other causes, or damaged by floods on not more than three 
previous occasions in five years with a damage-to-value ratio 
averaging at least 25%. 

Authorized by the National Flood Insurance Act, Section 1362 
was designed to work in conjunction with the National Flood 
Insurance Program (NFIP). Hence, the "public interest" to be 
served by Section 1362 acquisition is best defined in the con¬ 
text of the NFIP as well as broader federal floodplain manage¬ 
ment policies. Actions advancing the public interest in this 
context include: (1) reducing the federal flood insurance sub¬ 
sidy; (2) contributing to the broad local acceptance and enforce¬ 
ment of the floodplain management provisions of the NFIP; (3) 
contributing to the implementation of Executive Order 11988, 
Floodplain Management; or (4) promoting the general health, 
safety and welfare by reducing the exposure of people to severe 
flood risk. 

Although it has long been recognized that the acquisition of 
severely flood damaged properties can yield broad public bene¬ 
fits, Section 1362 remained unimplemented through the 1970's. 
Congress appropriated the first funds for the program for Fis¬ 
cal Year 1980. The main subject of this study is the acquisi¬ 
tion of flooded property under Section 1362 (a). Acquisition 

of property damaged by other natural causes or fires under Sec¬ 
tion 1362 (b), as authorized by the amendments to the NFIP in¬ 

cluded in the Housing and Community Development Act of 1977, is 
considered only a complementary program element to flooded 
property purchase. 

The Housing and Community Development Act of 1977 also added to 
the acquisition powers of Section 1362 a new sub-section (c) 
authorizing low interest loans for elevating damaged, insured 
single-family homes located in certain areas of extremely high 
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flood risk.* This new sub-section is not addressed in this 
report since it presents several problems of consistency with 
the floodplain management objectives of the National Flood In¬ 
surance Program (NFIP) as well as broader national floodplain 
management policies.** 

Appendix A presents the complete text of Section 1362. 


A. PURPOSE OF THE STUDY 

The overall objective of this research is to evaluate al¬ 
ternative means of implementing Section 1362 and determine 
those approaches most consistent with the public interest 
for the acquisition of flood damaged residential and non- 
residential properties in the context of other federal 
activities relating to non-structural floodplain management. 

To achieve this broad objective five operational objectives 
were defined: 

(1) Estimate how many properties would have qualified for 
acquisition under Section 1362 in the past and project 
the future incidence of qualified properties; 

(2) Identify how Section 1362 acquisition can contribute 
to sound floodplain management, environmental improve¬ 
ment and how it can complement and support disaster 
mitigation and relief programs; 

(3) Estimate the magnitude and costs of Section 1362 acqui¬ 
sition ; 

(4) Evaluate the effect of Section 1362 acquisition on in¬ 
dividual owners and occupants of damaged structures as 
well as the communities in which they live; and 

(5) Identify and analyze the considerations involved in 
implementing Section 1362. 


* Section 1362 (c) is limited to the requlatory floodway, defined 
by current regulations as "the channel of a river or other water¬ 
course and the adjacent land areas that must be reserved in order 
to discharge the base flood without cumulatively increasing the 
water surface elevation more than a designated height" (24CFR1909. 1.) 

** The consistency of sub-section (c) with national floodplain man¬ 
agement policies can be questioned from three perspectives: (1) 
generally, flood-proofing is a more viable alternative in flood fringe 
areas, particularly toward the outer edge of the hazard zone; in the 
floodway this alternative is least desirable; (2) the loan program, 
even though it applies only to existing development, could encourage 
new development in requlatory floodways, exposing the NFIP, local 
communities and individual citizens to greater risks; (3) floodway 
properties, especially in coastal areas, arc frequently second homes. 
The desirability of offerinq low interest loans to increase the proper¬ 
ty value and decrease insurance premiums on second homes in high risk 
areas can certainly be questioned. 
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B. ME THODOLOGY 

The research included the following seven tasks: 

(1) Review all federal legislation, regulations, Executive 
Orders and stated policies pertaining to floodplain 
management, with special emphasis on those that could 
be applied tc the acquisition of flood-prone properties; 

(2) Identify economic, social, legal and environmental con¬ 
siderations inherent in flooded property acquisition 
under Section 1362; 


(3) Document and analyze the history of federal expendi¬ 
tures for pre- and post-disaster assistance relating to 
property acquisition; 

(4) Estimate the federal cost of acquiring flood damaged 
properties under Section 1362; 

(5) Determine the consistency of Section 1362 with sound 
land use management in the floodplain; 
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(6) Conduct four community case studies of the scope and 
effects of 1362 acquisition if implemented; and 

(7) Develop policy and program alternatives for implementing 
Section 1362. 

The research drew upon a variety of sources. The claims 
files of the National Flood Insurance Program from January 
1970 to June 1979 provided the basis for estimating the 
program's magnitude and costs. Research into past and cur¬ 
rent efforts to acquire flooded properties helped resolve 
some of the issues associated with implementation. 

Additional sources of information were a literature review; 
a review of federal and public responses to floods; a tele¬ 
phone survey of National Flood Insurance Program Coordina¬ 
tors in each state as well as selected floodplain manage¬ 
ment experts; brief reports on the experience of communi¬ 
ties that had already undertaken acquisition projects and 
four community case studies, involving field interviews, 
in which hypothetical "1362” acquisition projects were - 
evaluated. Also, current federal efforts in flood loss 
reduction and disaster assistance were studied to under¬ 
stand how Section 1362 could be coordinated with these 
activities. 





The research for the study was completed between the summers 
of 1977 and 1979. Appendix B contains abstracts of the 
technical reports covering the four major areas of research. 


4 




11 . FLOOD LOSSES ADD THE FEDERAL RESPONSE TO FLOODS 


Floodplains serve the natural purpose of storina and carrvino 
water from rivers and oceans durinq times of heavy runoff or 
storm surges. Conflicting with this natural purpose and re¬ 
flecting the economic value of rivers for navigation and as 
sources of energy, as well as the recreational value of ocean 
and riverine beaches, floodplains have become important magnets 
for development. With the rapid growth of urban areas in the 
United States during the past decades, more and more floodplain 
land has been used for housing, commerce, industry, and other 
activities vulnerable to flood damage; frequently in the absence 
of knowledge about flood hazards and all too often despite 
such knowledge. 

At best, information on national flood losses is gross and prob¬ 
ably understates actual losses.* However, available estimates 
of the average annual damage to property caused by floods illus¬ 
trate the severity and upward trend of the nation's flood prob¬ 
lem. Flood losses exceeded $1 billion a year in 1966** and more 
than doubled, in 1967 dollars, to $2.24 billion in 1975.*** 

In 1979 dollars, average damage in 1975 amounted to $4.7 billion 
and is expected to rise to $5.8 billion at the end of the 
century if floodplain management improves, or to substantially 
higher levels if traditionally permissive controls on floodplain 
development prevail.**** 

Actual flood losses vary widely from year to year and flood 
hazards are often underestimated. Damage levels in years of 
catastrophic disasters may be several times higher than esti¬ 
mated averages. One recent disaster, Tropical Storm Agnes, 
destroyed $3.5 billion in property ($5.8 billion in 1979 dol¬ 
lars).***** The damage caused by a powerful hurricane striking 
the newly and intensively developed south and middle Atlantic 
coastline could be much greater. An estimated six million 
people now live in areas vulnerable to hur^ican surges.****** 

House Document No. 465. A Unified National Program for 
M anaging Flood Losses . August, 1966. p.3. 

Ibid. 

U.S. Water Resources Council. E stimated Flood Damages . 
January, 1977. 

Ibid . 

National Oce, J.r and Atmospheric Administration. Fina1 
R eport of the Disaster Survey Team on the Events of Agnes . 
NDAA NDSR 73-1. February, 1973. 

******White, Gilbert F. and J. Eugene Haas. Assessment of Research 
on Natural Hazards. Cambridge, MA: MU' Press, ID75. 


* 

★ ★ 

★ * * 

★ * * * 

* * * * * 




Over the past 50 years the feiicral iiovernnont has assimed 
a ] arete r role in the nation's response to floods by employing 
tiv' approaches for mi tiaating the effects of floods upon 
states, communities and individuals: he 1 pi net reduce future 
flood losses an: providing relief from flooding when it does 
occur . The first approach, flood loss reduct i on") evolved as 
part of the emercing national water resources policy in con¬ 
junction with other water related federal activities such as 
water supply, hydroelectric power, navigation, recreation and 
commercial fishing. The other approach, flood disaster re¬ 
lief , emerged independently as part of an overall federal 
disaster relief and emergency management policy. 

As federal flood loss reduction and disaster relief activities 
have been performed under these separate sets of policies and 
by di r forent institutions, proper coordination has been diffi¬ 
cult to achieve. Indeed, the evolution of federal flood poli¬ 
cies over the last five decades can be described as a process 
cf incremental adjustment to the need for more balance and 
coordination. Until recently, this process has occurred in 
two phases: an initial phase in which the effects of an unbal¬ 
anced and iisparate flood policy were first manifest and a 
subsequent phase of deliberate, gradual reorientation toward 
"> more even and unified national response. 

The following outline of the ovoIvina federal policy during 
these two phases serves as the background for discussing 
pub.! ic acquisition of floodplain lands as one method for re¬ 
ducing future f!oo i losses within the framework of a balanced 
policy as well as the sincular role of a property acquisition 
r? r og r a m u n do r f e c t i. on 1 36 2. 

A. EVOLUTION OF FEDERAL. FLOOD_POLICY 
INITIAL PERIOD 

The federal government beaan to finance flood protection 
projects in 1917.* The Flood Control Act of 1936 - 
passed in response to flood disasters in the Kansas and 
Upper Susquehanna river basins as well as the Great De¬ 
pression - expanded the federal responsibility for flood 

* The Flood Control Act of 1917 (33 L’.S.C. 701-3) marks the 
beginning of federally sponsored flood control. Projects 
under this act were ! ini i ted to the Mississippi and Sacra¬ 
mento Rivers. 
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protection projects to all navigable rivers in the nation. 
For several decades the only strateciy for providin': federal- 
ly financed flood loss reduction under the Act was to 
modify flooding by const-uctino flood control works such 
as levees, channel improvements and reservoirs. ?v 1966, 

30 years after the program bacon, the cost of s•.oh struc¬ 
tural projects had exceeded $7 billion.* 

Partly encouraged by the sometimes fallacious security 
offered by such projects, mere development was attracted 
to riverine floodplains and, consequently, riverine f1ood 
losses continued to mount. Furthermore, coastal areas 
which did not initially benefit from structural f1ood 
control works suffered heavy losses of ] ires and i.rooertv 
from a series of devastating hurricanes. 


As f lood losses rose federal flood disaster relief was 
granted more generously and more rocularly. Congress 
passed the first comprehensive Federal Disaster Act in 1950 
(PL 31-875) as well as complementary relief programs 
under the Small Business Administration (FRA) in 1953 and 
Farmers Home Administration (FmllA) in 196 5. Disaster re¬ 
lief under those programs did. not require mitigatory mea¬ 
sures against future flood losses. Communities and owners 
were free to reconstruct damaged property, thereby recre¬ 
ating the conditions existing before the flood. 

REORIENTATION TOWARD A "UNIFIED NATIONAL PROGRAM" 

Thirty years of experience with federally financed struc¬ 
tural flood protection, combined with rising flood losses 
and growing federal disaster relief costs, revealed two 
fundamental defects in the nation's response to floods. 

One was that exclusive reliance on a structural flood loss 
reduction strategy stimulated development in the floodplain 
and left coastal areas largely unprotected. The other was 
that the liberal use of flood disaster relief not on 1y en¬ 
couraged reconstruction in the floodplain but failed to 
provide any incentive for protecting against future flood 
losses by removing or f food-proofing high-risk land vises. 

As the two federal responses to flooding had evolved inde¬ 
pendently, the need for a more balanced and unified approach 
became aoparent. 


Document 465, op. 
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(4) Adjust, fedora, flo: ; centred pc: icy t so .and criteria 
and chancing needs. 

Concurrent. w.i fit submission o' •.lie task f; roe’s report to 
Congress, the President issued Executive or cl or 3 1 296 , 

Flood Hazard Eva 1 uat ion , di rscting federal nucucies to. 
take the lead in preventi.no the uneconomic use and devel¬ 
opment of floodplains and in min i.rri zin<j f 1 ood losses. 

The Water Jta sources Council was uiven responsibi1ity for 
detern i. nine the need for fur! her 1 is la t ion and for pre¬ 
paring recommendations for implcnenti ran the postulated 
unified national proa ram. The rnsultincr resort on A Unif ied 
Matronal P rog ram for FLood Plain M anage ment was submitted 
to the President in July, 1976.** An updated version was 
transmitted by the President tv- Connress in January, 19 bo. 

In contrast to federal praetices over the preeedinn 40 
years, the Unified National Proeram calls for a non-stnie- 
tural strategy for flood loss induction ito "modifv the 
susceptibi 1 i ty to ■'.1 ; damn e md dinruction" 1 in nddi tion 

t-- the traditional structural strut c ty * t. > "modify f ] oodinu" 


* House Document Mo. 46 6, on. eit., p. I. 

** The new term " f ] no- !p 1 a i n mana-ienient " hinhliuhts the change 
in emphasis from structural f1 uni control projects to more 
comprehensive si r a tonics ineludina nonstructurn 1 approaches. 
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Fur thcrmoro , the Unif i -»d National I’ro :ra:’’ inte-ir.'i* cs 
these two strategies i disaster relief ("modify the 

impact of floodino on individuals and the community"). 
Figure l shows the implementing tools associated with 
the three floodplain management strategies of the Uni¬ 
fied National Program in relation to over lvi net national 
policies, the NFIP, and, specifically, Section 1362. 

The gradual shift of federal policies towards coequal 
consideration of nonstructural flood loss reduction mea¬ 
sures and better integration of flood loss reduction and 
flood disaster relief within the Unified National Procram, 
has been manifest in several major actions over the oast 
twelve years. Among the most significant are the creation 
and evolution of the National Flood Insurance Program 
(NFIP), changes in the federal Disaster Relief Act, en¬ 
couragement of nonstructural alternatives in the major 
federal water resource programs and recent executive 
initiatives. 

THE NATIONAL FLOOD INSURANCE PROGRAM 

Perhaps the most effective step to date toward a more 
balanced and unified approach for floodplain management 
has been the National Flood Insurance Program (NFIP). 

The need for a federal flood insurance program became 
apparent because the risk of catastrophic damage from 
flooding and the high cost of devising reliable actuarial 
rates had discouraged private industry from underwriting 
flood insurance. After initial attempts at establishing 
a federal program in the 1950's had failed, the South¬ 
east Hurricane Disaster Relief 7 Act of 1 965 (PL 89-339) 
authorized a full-scale feasibility study of national 
flood insurance. This study was conducted under the 
auspices of HUD parallel to the work of the Presidential 
task force in 1966. Its recommendations served as the 
basis for the National Flood Insurance Act of 1968 
(PL 90-448).* The National Flood Insurance Program autho¬ 
rized under this Act offered federal flood disaster relief, 
m the form of largely subsidized flood insurance, con¬ 
tingent upon nonstructural flood loss reduction measures 
embodied in local floodplain management regulations. 

U. S . '"Congress , Senate. 89 th Congress, Second Session 

Committee on Banking and Currency. Insurance and Other 
Programs for Financial. Assistance to Flood Victims. A 
R epor~t~from "the "Secretary of Housing and Urban Development 
to the President of the United States, 19 6 6. 
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Because flood data and maps outlining local flood conditions 
were lacking, only four communities and 20 property owners 
joined the program during the first year. A 1969 amend¬ 
ment (PL 91-152) established the "emergency" phase of the 
program, permitting communities to join be fore completion 
of the necessary studies and, consequently, before adoption 
of the required regulations. 

Despite these liberal provisions participation In the NFIP 
grew very slowly during the ensuing three years. As only 
a few victims of Tropical Storm Agnes and the Rapid City- 
flood in 1 972 were protected by- flood insurance the feder¬ 
al government incurred record outlay's under conventionu 1 
disaster loan and grant programs. To effectively promote 
enrollment in the NFIP the Flood Disaster Protection Act 
of 1973 (PL 93-234) amended the NFIP in two important ways. 
First, it substantially increased the limits of insurance 
coverage; and second, it introduced provisions r with¬ 
holding certain federal benefits from flood prone communi¬ 
ties that chose not to participate in the NFIP as well as 
owners of flood prone structures unwilling to purchase 
flood insurance. 

Public Law 93-2 34 was indeed effective. From January/ 1974 
through 1977 more than 13,000 communities joined the NFIP, 
at an average annual rate more than four times as high as 
the first four years, while the number of policies in force 
increased from about 300,000 to 1.2 million. As shown in 
Table 1 and illustrated in Figure 2, flood insurance subsi¬ 
dies* expanded between Fiscal Years 1972 and 1976 from .5' 
to 45 c of all federal disaster relief subsidies to the pri¬ 
vate sector. 

The Housing and Community Development Act of 1977 (PL 95-126) 
contained three major amendments to the NFIP. First, the 
provisions withholding) benefits from non-pa r t. i c ipa t i nn com¬ 
munities were substantially' relaxed; second, the coverage 
limits for communities in the Regular Program were raised; 
and third, the authority' to purchase flood-damaged property 
under Section 1362 was expanded. 


In this analysis the face value of all disaster relief grants 
and the discounted present value of the interest subsidies 
connected with all disaster relief loans were compared to 
the subsidized portion of the total amount of all flood 
insurance paymont s. 







FIGURE 

PERCENTAGE OF ALL FEDERAL FLOOD 
DISASTER SUBSIDIES TO THE PRIVATE 
SECTOR BY VARIOUS PROGRAMS 



SOURCE TABLE I 
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Despite relaxing the provisions for withholding benefits 
from non-participating communities the NFIP has continued 
to grow. By the end of February 1980 it encompassed 
16,785 communities and 1,794,008 policies with a total 
coverage of $74,764 billion. 

Transfer of the NFIP from the Department of Housing and 
Urban Development to the newly created Federal Emergency 
Management Agency (FEMA) on April 1, 1979, more closely 
integrated flood insurance into the overall framework of 
federal disaster relief and non-structural flood loss 
reduction efforts. 

Changes in the Federal Disaster Relief Act 


An additional major step towards a more unified and bal¬ 
anced approach to floodplain management has been the grad¬ 
ual reorientation of the federal disaster relief program 
to pre-disaster planning and hazard mitigation. The Dis¬ 
aster Relief Act of 1969 (PL 91-79), passed in response 
to heavy damage along the Gulf coast in the aftermath rf 
Hurrican Camille, and its immediate successor, the Disas¬ 
ter Relief Act of 1970 (PL 91-G06), authorized federal as¬ 
sistance to states in developing disaster plans. The 
Disaster Relief Act of 1974 (PL 93-288), reflecting the 
experience gained in the aftermath of Tropical Storm Agnes, 
encouraged - in addition to expanding federal, state and 
local disaster preparedness planning - "insurance coverage 
to supplement or replace governmental assistance" and 
"hazard mitigation measures to reduce losses from disasters 
including development of land use and construction recula- 
tions".* 

Specifically, Section 406 of the 1974 Act made disaster 
loans and grants conditional upon an agreement by state 
or local governments to evaluate natural hazards in the 
areas where the proceeds of such loans and grants are co 
be used and to take appropriate steps to mitigate such 
hazards in accordance with federal standards. This pro¬ 
vision highlights not only the growing emphasis of the 
federal disaster relief program on hazard mitigation, 
but also the slow pace of change: regulations for implemen¬ 
ting Section 406 became effective on December 10, 1979** 
more than five years after the Act was signed. 


Sec. 101. 

F. R. 44 :64809. November 8, 1979. 
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Encouragement of Nonstructura1 Alternatives in t he Maior 
Federal W ater Resources Program 

In response to criticism of the almost exclusive reliance 
of the major federal water resources programs on struc¬ 
tural projects as well as of federal cost-sharinc: formu¬ 
las, Congress enacted Section 73 of the Water Resources 
Development Act of 1974 (PL 93-251). Section 73 (a) 
requires federal agencies to fully consider nonstructural 
alternatives, including :'Ic uplai:. -ulati , u-rr-.ixition 
and relocation, "with a view toward formulating the most 
economically, socially and environmentally acceptable means 
of reducing or preventing flood damages." According to 
Section 73 (b) cost-sharing provisions for nonstructural 
alternatives should be comparable to cost-sharing for 
structural alternatives with a maximum local share of 201. 

Although nonstructural alternatives have been investigated 
as part of a relatively large number of water resources 
projects during the past five years, no Section 73 pro¬ 
ject has yet been completed. A recent report by the U.S. 

Army Corps of Engineers, St. Paul District, found that: 

As of January 1979, no projects using 
primarily nonstructural measures to re¬ 
duce current levels of flood damages 
have been implemented by the Corps of 
Engineers. It is possible that one 
project will begin implementation this 
year in Wisconsin with a second possible 
in Texas beginning in 1980. Three others, 
two in Michigan and one in Georgia, have 
more remote chances of eventual implemen¬ 
tation. No other such projects are on the 
horizon, nor do they seem likely.* 

One of the reasons for the slow advance of nonstructural 
floodplain management under Section 73 has been a bias in 
the standards and procedures that are used to evaluate 
water resources projects against nonstructural alternatives.** 


* U.S. Army Corps of Engineers, St. Paul District, The 
Development of Nonstructura l Alternatives . May, 1979. 

** For example, the reduction of flood losses suffered by occu¬ 
pants of floodplains, a major economic benefit of structural 
projects, may not be considered an economic benefit for non¬ 
structural alternatives involving acquisition. The market 
value of flood-prone property is presumed to reflect the risk 
of flood loss. (See Chapter TIT, National Penefits of a 
1362 Program.) 
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As elaborated later in this report Section 1362 is not 
subject to these procedures. While Section 73 projects 
are long term investments that lend themselves to exten¬ 
sive analyses and evaluations of alternatives, acquisi¬ 
tion under Section 1362 is desiuned to be put into place 
immediately after a flood in support of mitigation mea¬ 
sures. If a time consuming project-by-project evaluation 
were needed for Section 1362 the program would be infeasi¬ 
ble. 

Recent Executive Initiatives to P romote Nonstructura! 

Flood Protection 


Executive Order 11988, Floodplain Management, was signed 
by the President on May 24, 1977. It replaced Executive 
Order 11296 (1966), expanding its purposes to include 

preservation and enhancement of natural values and gave 
greater responsibilities to federal agencies. The Order 
further required that national actions affectinn federal 
real property in floodplains be consistent with the ob¬ 
jectives of the Unified National Program for Floodplain 
Management. Specifically, the purpose of Executive Order 
11988 is: 


to avoid to the extent possible the lone 
and short term adverse impacts associated 
with the occupancy and modifications of 
flood plains and to avoid direct or indi¬ 
rect support of flood plain development 
wherever there is a practicable alternative. 

The President's Water Policy Message of June 6, 1978 and 
Executive Order 12113, Independent Water Project Review 
(January 4, 1979), further strengthened the Unified Na¬ 
tional Program by requiring that whenever structural 
water resources projects or programs are considered a 
primarily nonstructural plan be evaluated as one alternative. 

Despite a national concern with nonstructural floodplain 
management for over a decade, a recent report confirmed that 
there is still "a strong bias against non-structural solu¬ 
tions in genera], and, in many cases, a strong bias in 
Favor of certain structural solutions."* Thus, since 


U.S. Water Resources Council, National Water Resources Policy 
Study, Task Force on Revision of Water Plannina and Evaluation 
Criteria and Procedures, Final Task Force Report, December 5, 
1977, p. 17. . . 
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1966, when the need for a more balanced and coordinated 
federal flood policy was first officially formulated, non- 
structural flood loss reduction has remained in its infancy 
while federal expenditures for structural flood control 
projects have doubled from $7 to $14 billion. A national 
consensus must still be formed if nonstructura 1 flood loss 
reduction is to become a viable alternative to traditional 
structure 1 projects. 


B. KLOODPLAXN A CQU ISI TIO N 

Public acquisition of severely flood-prone land is perhaps 
one of the most promisinq methods for nonstructural flood 
loss reduction. According to a recent report to the Presi¬ 
dent's Committee on Water Policy, acquisition of floodplain 
lands can generally serve four objectives: 

Permanent protection of flood conveyance, flood 
storage and groundwater recharge areas; 

Public access to river, lake and ocean fronts and 
other recreational benefits; 

Savings in community infra-structure costs; and 
Complement broader floodplain management plans.* 

If the land is undeveloped acquisition may also help protect 
wetlands and prime agricultural soils. If the land is de¬ 
veloped additional benefits of floodplain acquisition in¬ 
clude waterfront redevelopment opportunities, the creation 
of parks and other recreation areas, and, most important, 
an end to the recurring cycle of flood damage.** Ry ena¬ 
bling occupants of flood risk areas to move tn safer loca¬ 
tions, acquisition can help to remove the threat to life 
and limb, prevent future property losses and promote the 
right to a decent home and suitable living environment 
adopted by Congress in the National Housing Act of 1949. 

As with other nonstructural flood loss reduction techiiques, 
floodplain acquisition has played only a small role in 
federal hazard mitigation. Only two federal programs speci¬ 
fically' authorize acquisition of flood-prone land as a 


Kusler, Jon A., F 1 oodpj ag.n Acquisiti on : Issues a nd; Optio ns 
in Strengthening Federal Policies, Prepared for the Presi¬ 
dent's Committee on Water Policy, October, 1979. 


** Ibid. 


general purpose: Section 73 of the Water Resources Act 
of 1974 which encourages consideration of nonstructura1 
approaches in the protracted planning process for federal¬ 
ly funded water resource projects, and Section 1362 of the 
National Flood Insurance Act of 1968 - the subject of this 
study - which permits acquisition of certain property when 
it is damaged. As noted, the effect of Section 73 on 
federal water resources projects has been negligible and 
Section 1362 still awaits full implementation. 

The Water Resources Development Act of 1974 also authorized 
acquisition of flood-prone property for three specific pro¬ 
jects. The first, which involved federal purchase cf wet¬ 
lands in the floodplain of the Charles River near Boston, 
Massachusetts, has been completed. The second authorized 
acquisition of improved property in Prairie du Chien, Wis¬ 
consin. Althoucrh funds for initial planning were authorize 
in 1965 and the community first expressed official support, 
in 1970, this project is still incomplete. The third pro¬ 
ject, involving federal acquisition of an area subject to 
subsidence and coastal flooding in Baytown, Texas, has not 
yet been implemented. 

While federal programs emphasizing floodplain acquisition 
have been used very sparingly, many communities have used 
a variety of other federal, state, local or even private 
funds to buy floodplain property, mostly for re-use as open 
space. To obtain an indication - rather than a complete 
inventory - of the extent and characteristics of this acti¬ 
vity, a state-by-state inquiry was conducted in 1977 as 
part of this study. It revealed that improved floodplain 
property has already been acquired or was being acquired 
in at least 48 instances. In 36 of these cases the source 
of the funds could be determined. In half of them the 
funds came from the U.S. Department of Housing and Urban 
Development's (HUD) Urban Renewal Program or its successor, 
the Community Development Block and Discretionery Grant 
Program. Twelve of these cases involved solely HUD funds 
and in six HUD funds were combined with money from either 
the U.S. Army Corps of Engineers (COE), the Land and Water 
Conservation Fund (LAWCON) of the Heritage Conservation 
and Recreation Service (HCRS), the Tennessee Valley Autho¬ 
rity (TVA) or State and local sources. 

Of the 18 cases that did not involve HUD funds, half were 
municipally financed and one also involved federal funds, 
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from the Economic Development Administration (FDA). Five 
other projects were funded by the TVA, two by states and 
reuionul acencios and two by private sources. Si:-: rf the 
36 cases involved acouisition of both developed and unde¬ 
veloped properties. The cost of most projects was rather 
modest, but some ranced from about 
By r ar the most extensive effort to 
plain lands was a $65 million urban 
Rapid City, South Dakota, involvina 
about one thousand families from an 
1972 flood. 
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Most public floodplain acouisition has involved undevel¬ 
oped land. LAWCON funds alone were used to purchase flood¬ 
plain land in 371 cases between the sprino of 1974 and 
Aucmst, 1977.* The sinqle completed floodplain acouisition 
project under the Water Resources and Development Act of 
1974, in the Charles River Basin, was also limited to un¬ 
developed property. 

Eiuht cases in which developed floodplain land was acouired 
were examined more closely. They revealed a broad rancre of 
community size-: and types, socio-economic settinns, tech- 
nicrues, financino arranoements and specific acquisition pur¬ 
poses. For instance, some proorams focused solelv on 
flood danaue reduction, others on the reuse o f acquired 
land and still others on a combination of objectives. 


Be’.'era 1 conclusions can be drawn from existinc efforts to 
acquire developed floodplain property for public purposes: 

Although many communities have an active interest in 
floodplain acouisition, they believe that federal 
policies still encourage structural flood loss reduc¬ 
tion measures. The lack of adequate arants-in-aid, 
unfavorable cost-sharina requirements, a cumbersome 
and extremely time-consumina planninci process and 
the lack of certainty in fundinct have discriminated 
against nonstructural flood loss reduction through 
f1oodplain aequisition. 


Typically, most 
acquisition for 
but not limited 


communities have embarked on floodplain 
a broad ranee of reasons, includino, 
to, loss reduction. 


Heritage Conservation and Recreation Service (HCRS), Printout 
of LAWCON activities: The data does not specify whether proper¬ 
ties were developed or undeveloped. Since the state-bv-state 
inquiry did not reveal any case of LAWCON acquisition of devel¬ 
oped property, the program appears to have been used essential¬ 
ly for undeveloped land. 
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Floodplain acquis it. i.on lias almost always boon in f oo; 
leases at easements have been conxi de-rod too com: r i - 
cate.i or of li _ted benefit. 

Local or state purchase lias been pro fori od to direct 
federal acquisition. 

Typically, acquisition has been used in combination wit 
other nonstructural flood loss reduction measures, such 
as land use regulations. Sore communities have at.tern- 
ted to acquire entire floodplain areas. 

TypicalLy, acquired land has been used as open snace, 
few communities have permitted partial redevelopment. 

Citizen participation and the use of local task forces 
has been a key to successful acquisition programs. 

No pronraiT. now in use permits acquisition of flood 
prone property immediately after it has been damaged. 

The last conclusion is of particular importance to this 
study. Section 1362 of the National Flood Insurance Act of 
1968 authorizes the acquisition of certain properties in 
flood risk areas after they are dan,aged. If used in the 
immediat e aftermath of floods, together with the flood in¬ 
surance claims settlement process, this nroaram could en- 
couraae owners of damaoed property to relocate, thereby 
helpinq break the cycle of recurrinc flood losses. 


THE ROLE OF SECTION 1362 WITHIN THE NATIONAL FLOOD INSURANCE 
PROGRAM " ~ ~ ’ '' 

In a broader sense, then, Section 1362 is a valuable tool 
for acquiring damaged floodplain property to reduce reoccur¬ 
ring flood losses. However, its general purpose must be 
defined more specifically in the context of the National 
Flood Insurance Proqram. 

The NFIF combines two strategies of the Unified National 
Proqram for Floodplain Management: non-structure 1 flood 
loss reduction and disaster relief in the form of flood in¬ 
surance subsidies.* The two strategies arc 1 inked bv inter¬ 
dependent program elements (see Figure 5 ). 

As noted, the official terminology for the first strutoav is 
"modifying susceptibility to flood damage and disruption" an 
for the second "reducing the impact of flooding on individua 
and the community." 





t hr‘ 


■nr in 


Three of t hese elements nre t oguiroments of 
First, commun i t i os with spec: in I flood haz.'iri 
must participate if they wish to benefit fro 
as well as certain other federal programs, 
issuance o f a Flood Insurance Rate Map (FIRM 
must adopt and enforce floodplain management 
nee tine: federal minimum standard,s. The purp 
regulations is to prevent new hazardous dove 
floodplain and to correct existino, non-conf 
opment before it is substantially improved.* 
proa ran encourages owners of property ir. sne 
hazard areas to purchase flood insurance. 


To make these requirements acceptable or, at least local 1 
enforceable, the program includes three important incen¬ 
tives. First and foremost, the program makes flood insur 
ance available for structures and contents up to certain 
coverage limits. In Emergency Program communities nrer.it 
rates for all structures are subsidized. In Regular Prof 
Communities rates for existing structures are subsidized 
up to certain levels*** and rates for new and substantial 
improved structures are charged at actuarial levels. Wit 
in coverage limits one-familv structures can be protectee 
up to the cost of full replacement and other structures 
and contents up to their depreciated replacement value. 
The second incentive of the N'FIP is the acquisition cf a 
tair, damaged properties under Section 1362 . Since the rc 
placement value of most structures can be covered by i r.s. 
ance, the chief significance of the Section 1362 inconti\ 
is the possibility of paying for the land when the public 
interest will be served by removing certain severely f1o* 
prone uses from the floodplain. The third incentive is I 
new technical assistance program which has been created * 
help communities assess their flood problems and i der.t i r \ 
solutions lay: 


providing advice, technical guidance at 
formation publications and other tools 
regional staff in support of overall p 
and individual proiect activities (pre- 
post- flood disaster): by identi f vine tr! 


Defined as areas with at least, a i annua I pr 

Substantial improvements are currently do*'ino 
tation, addition or repair with a rest of at 
flood market value of the structure. 


rehab: ii - 


Beyond these levels "second layer" coverave may bo obtained at 
actuarial rates. It: should be emphasi zed that actuarial rates 
are not a 1 wavs higher than r.ubsi di zed. rates. 








* 

* * 
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for, initiating and supervisinn special studios 
on construction standards related to flood 
plain management and non-structura 1- strategics 
and techniques of hazard mitigation; and 
by developing and nrovidinu supervision and 
guidance in the implementation of new 
inlet -a'.ic'ncy hazard mitiuat ion programs 
(such as interagency disaster survey teams 
and hazard mitigation funding procrams), or 
for new and innovative intra-agency programs , 
such as the acquisition and relocation of 
Hood damaged structures under Feet ion 1362 
of the National Flood Insurance Act and the 
Standard Flood Insurance Policy.* 

Front the inception of the NFIP it was rocoonized that 
its success depended greatly on the proper balance between 
these requirements and incentives, or on an effective use 
of the procram's "carrot and stick" approach.** If re¬ 
quirements wore not properly balanced by incentives they 
would remain unenforceable. Converse.! v, if incentives 
were not effectively linked to requirements nublic funds 
would not only be wasted but could nreduce hioh Iy undesi¬ 
rable results.*** 

During its first decade, the Nr IP f acod the urgent task 
of establishing flood insurance as the nrincioal ferr. of 
federal flood disaster relief. Throc; program features - 
norrmrity enrollrrcnt, purchase of f1nod insurance and, 
as a result, f1 cod insurance claims nayrents - soared. 

On the other hand, because of the time recun red to complete 
Flood Insurance' Pate Mans and determine actuarial rates, 
the full insurance' benefits of the nroirn" as well as the 


FI A, Draft dtuiemont on Technical Assistance, January, 19 P. 0. 

For crumple, HUD's 1966 report on Insurance and Other Pro- 
grams for Financial Assistance to Flood Vict ims stated: 

"Two ob jectives of f 1 cod insurance are eouallv important : 
to help provide financial assistance for victims o r flood 
disasters in order to rehab il j tato their nrnivrtv; and to 
ho I p prevent unwise use of land where floor, damages vou 1J 
mount steadily and rapidly. Flood insurance is a mechanism, 
which can keep both objectives in balance without either 
outweighing the other." p. 2. 

The President's task force on federal flood control police, 
work i.nq parallel, to HUD’s study group on flood insurance, ex¬ 
pressed its concern about this possibility as follows: "A 
flood insurance program is a tool that should be used exnertlv 
or not at all. Correctly applied, it could promote wise use of 
1 loo.ip 1 ains. Incorrect ly applied, it could exacerbate the whole 
problem of t 1 nod losses." House Document No. 463, A Unified 
National Program for Managing Flood losses. 1966, n. 17 
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required floodplain management regulations were implemented 
at a much slower pace. Moreover, the incentive of property 
acquisition under Section 1 362 remained unused. As 1 one as 
some requirements were not balanced by the necessarv incen¬ 
tives they remained ineffectual. 

In particular, the corrective requirement that rebuilt sub¬ 
stantially damaged, nonconforming structures and other sub¬ 
stantia] improvements conform to the '.TIP regulations was 
virtually ignored. A recent study of the subject for FIA 
f ound: 


Few documented cases where the renulations 
have been implemented are on record for 
the Nation. . . . Also, discussions with 

planners and zoning and bail dine: officials 
indicate that implementation of the current 
substantial improvement lannuaoe in the 
Nation's Flood Insurance Program, was 
virtually nonexistent.* 

The NTIP's minimum requirement for such structures is re¬ 
construction at or above base flood levels.** Since until 
recently flood insurance payments covered at most the cost 
of reoair to original conditions and acquisition under “Sec¬ 
tion 1362 was not implemented, owners almost always repaired 
at variance with NFIP regulations, even if they wished to 
relocate or to reconstruct on-site at a safe elevation. 
Without suitable incentives for compliance the regulatory 
requirement was as ineffectual as most traditional attempts 
to eliminate non-eonf^-rr inn land uses through regulation. 

Since 1978, the NT IP has begun to interpret the Standard 
Flood Insurance Policy more flexibly, permitting, in cer¬ 
tain cases and at the discretion of the Administrator, 
flood insurance payments at levels above the cost of re¬ 
pair to original com? itions. Thus, the Secretary of the 
Department of Housing and Urban Development., then the head 


Sheaf for & Roland, Inc., Al ternatives for Implementing Sub- 
stantia1 Improvement Defini tion s. Federal Emergency Manage¬ 
ment Agency, Federal Insurance Administration, April, 1980. 

Defined as the elevation of a flood with a one percent 
annua1 probabilily. 
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'■'his intent was succinctly stated when the bill which be- 
care the National Flood Insurance Act of 1968 was first 
subini ttod to Conn re ss: "as these existing properties become 
less numerous, over time, the need for insurance at less- 
than-actuaria 1 premium rates will decrease and the oronrarr: 
should evol" toward a se1f-sustaininq basis."* 

When used in this manner, benefits from Section 1362 ex¬ 
tend beyond participating communities and owners to the 
entire flood insurance proctram. 


Letter by Assistant Secretary Robert C. Wood to v ice 
President Hubert 11. Humphrey of June 27 , 1 967. 



Ill, PAST AND PROJECTED INCIDENCE OF PROPERTIES ELIGIBLE FOP 
ACQUISITION UNDER SECTION 1362 


As a first step in analyzing flooded property purchase under 
Section 1362, this Chapter presents a profile of the past in¬ 
cidence of residential and non-residential properties with 
flood insurance claims which would have met the eliaibility 
criteria for acquisition, as well as projections of the future 
incidence of such properties. Based on previous analyses per¬ 
formed for FIA, the number of properties substantially damaaed 
by causes other than floods and, therefore, potentially eligi¬ 
ble for acquisition under Section 1362 (b) is also projected. 

To qualify for purchase under Section 1362 (a) properties must 
be insured and "damaged substantially beyond repair" by a 
flood, or damaged by three or more floods in five years, with 
structure damage averaging at least 251 of the value of the 
structure at the time of each flood event. The term "damaged 
substantially beyond repair” is not defined by law; however, 
it can be seen as analogous to a damage requiring a "substan¬ 
tial improvement". As defined in the NFIP’s regulations, "sub¬ 
stantial improvement" means any repair, reconstruction or im¬ 
provement to a structure, the cost of which equals or exceeds 
501 of the mark et valu e of the structure either (a) before the 
improvement or repair is started, or (b) if the structure has 
been damaged and is being restored, before the damage occurred...* 

The regulatory reference to market value poses some difficulty. 
Since MFIP data is limited to information for insurance pur¬ 
poses, only the depreciated replacement value - cash value - 
of insured structures is known. In theory, the depreciated 
replacement value of a structure should equal its market value, 
with the market value of land accountinq for all locational 
factors. In practice, however, the two types of estimates may 
be very different. For example, the structure market values 
of critical properties in three of the four communities that 
were studied as part of this research project were less than 
cash values. Overall, the market value of structures that may 
have qualified for Section 1362 in the case study communities 


* CFR 24, 1909.1 (October 26, 1976). Now codified at 44 CFB part 59,J59.1 
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averaged 85% of cash ''a 1ue. This information, however, did 
not permit generalizations since these communities had ex¬ 
perienced abnormally frequent flooding in recent years. 
Therefore, the theoretical identity between cash and market 
value was assumed to pertain and NFIP cash value data was 
used as an estimate of structure market value. Thus, for the 
purpose of this report, "damage substantially beyond repair" 
is defined as damage whose cost of repair equals or exceeds 
50% of structure cash value.* All flood damage which meets 
or exceeds the 1362 damage level threshold is referred to as 
"critical damage", properties so damaged are defined as "cri¬ 
tical properties" and policies for such properties "critical 
policies". 


The primary source for the profile of critical properties was 
original data, heretofore unanalyzed, on insurance claims 
paid by the National Flood Insurance Program (NFIP) from Janu¬ 
ary, 1970 to June, 1979. This period is referred to as the 
"analysis period". Conclusions derived from this data are 
tentative, rather than statistically reliable, because the 
analysis period was a time of program growth from modest begin¬ 
nings to near maturity. Future, more mature periods may differ 
from this phase of rapid expansion. A review of the historical 
data levealed, however, fairly consistent patterns since 1974. 
Second, the operation by the National Flood Insurers Association 
(NFIA), a consortium of private insurers, to its present direct 
operation by the Federal Insurance Administration (FIA) assis¬ 
ted by private fiscal agents. While the claim records for 
the period following the change are in excellent condition, 
the older records are unreliable and more difficult to use. 

In particular, the older records repeated identical claims. 

After controlling f or this circumstance it was possible to 
use the older as wt11 as the newer records for the analvsis.** 

Based on the work with these files it appeared that the claims 
data as currently collected could become a most useful source 
for refining insurance rates, enforcing substantial improve¬ 
ment regulations and, possibly, developing better methods of 
flood resistant construction. 


* Consistent with this definition, "value of the structure" 
as applied to repetitively damaged properties is also de¬ 
fined as cash value. 

** Other data tapes from the initial period were more serious¬ 
ly deficient. For example, the Inception-to-Date policy 
file for the 1970 to 1977 period has several data gaps and 
was of limited use for the study'. 
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A. 


HISTORICAL PROFILE 


From January, 1970 throuqh Juno, 1979 , I,, ]-i 6 insured prop- 
orties - seven percent of all properties with claims for 
structure damaqe - suffered critical flood dumauo.* Pore 
than three-fourths of these properties were sinole-fami ]y 
homes, 7% mobile homes, 111' two-to- four family homes, 
less than 1% other residential structures and 5 non- 
residential uses. Compared to the distribution of all 
policies in force, the share of sine;le- fami 3y hones amonc 
critical properties was somewhat smaller, while the rela¬ 
tive share of mobile homes was larccr. 

Twenty-one percent of the historical critical properties 
were in the Northeast, 151, in the North Central states, 

58% in the South and 6% in the West. The incidence in 
Puerto Rico and U.S. Territories was negligible. A com¬ 
parison with the regional distribution of ad policies in 
force revealed that the South had a disproportionatelv 
large share of critically damaged properties: its share of 
critical properties was almost twice as large as its share 
of properties enrolled in the NFIP. 

Starting in 1974, an average of 1.5% of all critical proo- 
erties qualified as a result of repetitive damage, rancim: 
from a low of .9% in 1978 to a high of 3.2% in 1976. Since 
this damage criterion covers a five year period and the 
analysis period covered only years, with very lev; enroll¬ 
ment during the first years, future longer term averages 
may differ. However, the data did not reveal a tendency 
toward a larger average share of repetitively damaged cri¬ 
tical properties during the latter part of the analysis 
period. Thus, the statutory requirement of throe damaue 
events, rather than the brevity of the analysis period, 
appears to be responsible for the low historical incidence 
of repetitive critical clai If, for instance, the pre¬ 

sent statutory requirement v. reduced to two incidents 
in three, four or five years, repetitive claim critical 
properties would account for between 12 and 14% o r all 
critical properties. Since the benefits of Section 1362 
acquisition are most apparent in connection with repeti¬ 
tively damaged properties, a reduction of the present stat¬ 
utory requirement to two incidents seems desirable. 


Three percent (140) of these properties suffered critical 
damaue more than once. 
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Pour-fifths ol a 1. L critical properties were damaqed by 
riverine floocis. Only in two periods - before 197 3 
(Florida) and 1978 (New Knq1 and) - did coastal floods 
account for a major share of all cri.tica.lly damaqed 
structures in any reqion. 

The average ratio of structure damage to cash value was 
72% and of contents damage to cash value 60". Average 
damage ratios for mobile homes exceeded the overall 
averages by 10%. 

By the end of June, 1979, 1,139 communities had at least 
one critical property. About one-third (36%) of these 
communities were in the Northeast - a share almost equal 
to its share of communities in the NFIP. Relatively small 
percentages of these communities were in the North Central 
and Western regions (21% and 7% respectively) while a rela¬ 
tively large group was in the South; the South accounted 
for 37% of the communities with critical properties, com¬ 
pared to only 26% of the communities in the program. 

Critical properties were unevenly distributed among com¬ 
munities. Over the entire analysis period more than two- 
thirds (67%) of the affected communities had only one or 
two critical properties and 9.1% had less than ten. Only 
104 communities, or about 9% of all communities with cri¬ 
tical properties, had ten or more such properties by the 
end of June, 1979. About 60% of these communities were 
in the South.* 

The number of communities with ten or more critical prop¬ 
erties in a single year was even smaller but this group 
contained close to 60% (.3,488) of all critical properties.** 
The regional distribution of this sub-group is even more 
heavily concentrated in the South (70%) than the incidence 
of all critical properties. 

Less than half (46%) of all past critical properties were 
associated with a Presidential disaster declaration. The 
regional distribution of critical properties meeting this 


* NFIP communities range widely in size, from boroughs cover¬ 
ing less than one square mile to large counties and parishes 
of about 1,000 square miles. Generally, however, the size 
of communities is smallest in the northern rcoions. 

** The threshold of ten properties was chosen arbitrarily. 
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Condition was more constant than the distribution of ail 
critical properties; 461 were in the South, about one-third 
of all critical properties in that reqion. In the North¬ 
west and North Central reqion close to 601 of all critical 
claims were connected to a Presidential disaster declara¬ 
tion and in the West the share of properties meetina this 
criterion was as hiqh as 701. 


To explore the sensitivity of the total number cf proper¬ 
ties that may have been eligible for acquisition under 
Section 1362 to alternative eligibility definitions, the 
claims data from January, 1970 throucrh March, 1977 were 
screened for policies with damage from a sinole event ex¬ 
ceeding 40%, 45% and 55% of cash value. Compared to cri¬ 
tical properties as defined for this study; (1) 35% more 
properties suffered damage exceedina 40% of cash value; 

(2) 21% more properties suffered damage exceedina 455 of 

cash value; and (3) 23% fewer properties suffered damage 
exceeding 55% of cash value. The analysis of the complete 
claims file throuqh June, 1979 showed that about 305 more 
properties were damaged at or above 42.5% of cash value 
than at 50% of cash value. This last alternative thresh¬ 
old was used to test how many more properties might have 
qualified for 1362 acquisition if the average relationship 
between market value and cash value found in the case 
study communities (85%) were representative and if market 
value were used to determine eligibility under Section 1362. 
As noted, however, there is no reason to believe that the 
extremely low market values of critical properties in some 
of the case study communities are typical. 

During the analysis period flood insurance claims payments 
to critical policies totaled $98 million (in 1979 dollars), 
accounting for one-fifth of all claims payments made by 
the National Flood Insurance Fund. In the West more than 
one-fourth of all payments went to such policies. Nation¬ 
wide, 60% of all claims payments for mobile homes were 
made to critical policies. A review of the record of 
claims payments for structure damage reveals even more 
strikingly the extent to which the FIA's insurance expen¬ 
ditures have been allocated to critical policies; national¬ 
ly $80.2 million, or close to one-fourth of all payments 
for structure damage have gone to this class. The averaae 
critical policy received payments totallina $15,900 (in 
1979 dollars), almost two and one-half times the average 
payment of $6,700 received by all policies (including cri¬ 
tical policies). Structure damage accounted for $13,000 
or four-fifths of the average payment to critical policies, 
compared to $4,400 or two-thirds of the averacie payment 
to all policies with claims for structure damage. 
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' t-hc I ; ;• :! ir: wi ! ! depend laruely on the 
• j < —: L i ".'iir.t't va ! uo of critical prooert. i os. 
c.'.’ ; ;• it - *, i.( i'.'i • r.i ;e pro- : Iced market value? of hi stc— 

: i Ml *: i f i -a I ! r< per* i es throe main assumptions wore made. 
i ! : s' , as \ 1 v. a.lv stated, it was assured that market value 
:-;.i !• : 'he ■ - r as cash valtte of d.ar.ased struct ires. * 

A see 'it : is sun: t i <-.n was needed to estimate the land va 1 ue 
of or i »• i ea 1 prf'tto: t ies. The NT IP claims data does not in- 
c1 ado inform it Lon on 1 and va1uo. Since about 951 of all 
critical nr re:ties were stall residential structures 
( 84 sin de-r a: ilv and 11 two-to-four f anti 1 v prone rt ies) 
the recent >• <•: i • relationship between land value and 
total property value of 25" was adopted for all critical 
properties, both residential and non-resiclential. * * The 
third assured ion applies to mobile homes. NT TP claims 
data does not. reveal whether mobile homes are used as 
real property ■ n land owned by the owner of the structure 
or as personal property on rented or donated sites. 

Since Section 1162 is limited to real property, it was 
assumed that mobile homes would only qualify for acquisi¬ 
tion if they are purchased toqether with the land on which 
they are located. Consequently, the estimated average 
market value of mobile homes also includes a land value 
component based on the same assumptions used for all other 
properties. 

Employing these assumptions, the weighted averane value 
of critical properties, adjusted to 1979 levels, amounted 
to $27,700, ranqinq from about $45,000 for non-residentia1 
properties and properties with five or more dwellinq units 
to about $29,000 for sing le-fami Ly homes and $.10,000 for 
mobile homes. These values are comparatively low; for in¬ 
stance, the averane value of critical sinqle-farnily homes 
amounted to only about 757 or loss of median regional 
single-family housing values.*** 

The cost of the Section 1 362 proaram will also depend lame¬ 
ly on the extent to which the market value of critical 
structures is covered by flood insurance. The averane in¬ 
surance coverage in relation to the cash value of historical 


* It should be noted that this assumption would yield conserva¬ 
tive (i.e., hiqh) market values for acquisition cost estimates 
if market value is generally lower than cash value, as was 
found in the case study communities. 

** The 1978 national median as reported by the National Association 
of Home Builders ("Land Plays Risinn Role, Labor a Reduced One, 
in the Long, Steep Climb in the Cost of Housinq", The Wall Stree t 
Journal, October 11, 1978, p. 48. 

*** Estimated for 1979 on the basis of available Annual Housinq 
Survey data for previous years. 
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critical properties were insured at or above 100 . of cash 
value. In fact, a relatively large share of all critical 
properties was insured above the maximum value for which 
insurance payments can be collected.* To control for 
such over-insurance the effective insurance coverage of 
critical policies was analyzed. Effective coverage is 
defined as the coverage on which insurance can be col loo¬ 
ted. It is limited by structure value, which is defined 
as the cash value for all structures, except singlc-family 
homes (including mobile homes), insured at or above 80' 
of full replacement value. For the latter group structure 
value is defined as full replacement value. The community 
case studies yielded data on the relationship between full 
replacement value and the cash value of critical single- 
family homes. By applying this data to all critical prop¬ 
erties average effective coverage was estimated at 93% 
of cash value. In other words, in case of a total loss, 
all but 7% of the cash value of the average structure would 
have been covered by flood insurance. As more communities 
enter the Regular Program higher coverage will be more 
widely available and overall effective coverage may fur¬ 
ther increase. Still another indicator of insurance cove¬ 
rage is the percent of properties insured at or above 
encouraged levels. Within maximum insurance limits the 
NFIP encourages insuring all structures, except single¬ 
family homes, at cash value. Insurance for single-family 
homes is encouraged at a minimum of 80% of full replace¬ 
ment value. By applying the average relationship between 
full replacement value and cash value found in the case 
studies to the national claims data it was estimated that 
one-third of all critical properties were insured at or 
above encouraged levels. 

Actual insurance payments to critical structures have not 
been nearly as high as average effective coverage for 
three reasons. First, the NFIP adjusts claims on the 
basis of damage. Single evert damage has generally been 
much lower than effective coverage, averaging about 70% of 
cash value, while repetitive event critical damage averaged 
only about 30%. Second, although wind damage often accom¬ 
panies flood damage it is not covered under the flood in¬ 
surance policy. Third, a $200 deductible reduces the pay¬ 
ment to owners for damage to insured structures. As a 
result, actual insurance payments for critical structure 
damage averaged only 58% of cash value, with little vari¬ 
ation by region. 

Nationwide, about 20% of all one-family homes, 53% of all 
two-to-four family homes, 61% of other residential struc¬ 
tures and 42% of non-residential structures were insured 
at or above maximum insurable value. 
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claims i or structure daniauo was investigated:. NationalR , 
it averaued 7" ilurinu the analysis period, ranoints from 
4% in the Northeast to 10 . and lit in the South and West, 
respectively. The annual incidence was as hidi as 13 in 
1973 , possibly reflecting the larqer share- ol high risk 
properties in tin jmxuani at that time, and rancec from 31 
to 9i from 1974 on, with a narrower ranee of 5 to 7" in 
four of the six years. While these ratios were relatively 
even, they are of limited value in project inn the total 
number of potent ial candi. iates since the annual incidence 
of claims for structure: cartage is difficult. t.< predict, * 

As a more practice l basis lor projections, critical po 1 i- 
cic:s were also analyzed as a sub-group of all policies in 
force. Phis relationship ranged from .03 in 19"6 to .4° 
in 197 1. Annin, t. he high incidence in 1 973 (before the 
Flood Disaster Protection Act of 1973 became effect ive) 
appears to reflect the relatively creator represent?, t ic: 
of severely flood-prone properties in the XI'TP dur j no the 
early period. i.'xcludinq 1973, the average ratio o r criti¬ 
cal policies to a 1 1 polieies in force has been .11 , rana- 

iii'j 1 rom. .03 and .04 in years (19 70 and 1977) t .2 and .24 
in years with relatively h iether f 1 cod damages (1 973, l r t~? 
and 1979) . 


To use those re 1 ationships for projections, ; uturc c i a i: .. 
for structure damage to structures not in compliance wit: 
NF IP rcuu 1 ations won id have to be estimated. ( It. i s' ass; 
that complying structures arc not likely to su!:or critic 
i lana> :e . ) 


1 1 


u. 







There seems to be no reliable estimate of the number of 
residential and non-residential structures in the special 
flood hazard area. Various estimates have been made, each 
based on different assumptions. 

Based on limited NFIP data, a 1977 study for FIA estimated 
that there were 4.5 million housing units and 225,000 
non-residential structures in the Nation's special flood 
hazard areas in 1975.* According to the 1975 Annual 
Housinq Survey 22% of all housinu units were structurally 
deficient. Assuming the same percentage of structurally 
deficient units among the housing inventory in the special 
flood hazard area and assuming that structurally deficient 
units are not covered by flood insurance, the study esti¬ 
mated that only 3.5 million of the 4.5 million housin:: 
units in the special flood hazard area (plus all of the 
325,000 non-residential structures) were candidates for 
flood insurance in 1975. 

Primarily based on Red Cross data the same study for FJA 
estimated that from 1970 to 1976 an annual averaoe of 
3,950 residential and 3,000 non-residential structures 
were substantially damaged by flood and hurricanes, rep¬ 
resenting .09% of the estimated total number of housin..: 
units and .92% of the total non-residential inventory 
in the floodplain. The percentage for the residential 
inventory is close to the results of the present study 
but the percentage for non-residential structures is 
nine times greater. 

According to a subsequent estimate prepared directly by 
FIA, the number of structures in the special flood hazard 
areas totalled 6.3 million in 1974 and 6.7 million in 
1 979. This estimate anticipates an increase -if 1.5 
million structures to a total of 8.2 million structures 
in the year 2000. It projects that the total number o f 
flood insurance policies will increase to 5.1 million 
by 2000, i.c. that 3.1 million or 38% of all structures 
in the special flood hazard area are not expected to be 
covered by flood insurance. 

Reasons for not purchasing flood insurance vary widely. 
Many properties arc not in use and many arc: structurally 
deficient. Many owners arc 1 unconcerned, uninformed of 
the hazard, skeptical of the technical calculations in 
determining the hazard, under-financed, hesitant to 
spend fox - insurance outside 1 of normal financial and 


Inc., op. cit. 
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An analysis of critical policies as a sub-jroup of all 
policies in force must distinguish between policies for 
new structures conferring to the NFIP's floodplain nanace¬ 
ment regulations and policies for pre-existinc: structures. 
In theory, conforming structures should not suffer any 
. significant damage from floods with recurrence frequen- 

^ cies of one percent or less. Even though some cf them 

may remain vulnerable to damage from catastrophic floods 
i with extremely low recurrence frequencies, the probability 

, of critical flood damage to a structure c^nmormint: to the 

1 NFIP's floodplain management regu 1 at i '•■m is 1 -w. As the 

? N'FIP matures, and as acquisition under f• • •*- : ~n 1 ?.6? begins 

1 to become effective, policies for : r. -• :• i -: ,:: -r structures 

will account for a diminishing share ‘ a' . policies in 
t . force. 


' During the analysis period, however, new structures con- 

• stituted only an insignificant share of all policies in 

force. A review of detailed policy data as cf the end of 
up • April, 1978 revealed that only three percent of all poli¬ 

cies in force at that time covered properties qualifying 
as new construction under the NFIP. Thus, for practical 
purposes, the data for policies in force during the analy¬ 
sis period represents development not in compliance with 
the NFIP's floodplain manaaement regulations. Consequently, 
the historical average iinnual ratios of critical policies 
to all policies in force of .11% was used as a basis for 
projections in connection with estimates of future policies 
in force for pre-existing and nonconforming floodplain 
deveLopment. 



r.W 


The number of future policies for non-conforming struc¬ 
tures was estimated by subtracting FIA's projected esti¬ 
mates of new, insured structures in the floodplain from 
FIA's estimates of all policies in force. Under the opti¬ 
mistic assumption that by the end of Fiscal Year 19 8 3 all 
new development in the floodplain will coup]" with 'll IP 
standards and not be susceptible to critical damage, t! ' 
number of policies for nonconforming development is s J -.L 1 1 
expected to increase by more than ono-th:rd, fror L.C mil¬ 
lion in 1981 to 2.2 million in the year 2Q n 3. 7 C h ->o hi ~ 
torica 1 -average rate of inch once r r aporoxi me tv 1 y . ~o r 
critical policies is appl.it to these r rr jection.', tno num¬ 
ber of critical policies \ i i 1 ’'Iso nrev orlio'vifA]'’ r ,-or 
about 1,600 in 1981 to 2,100 in l9°0 an 2 ,cl ■ in the 
year 2000. 
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THREE CON’S I DERATIONS AFFECTING THE SCOPE or CP IT T FA J. 
PROPERTIES fl.-re/IEEr. ’’OR ACyFlST7T0N FNAFR .’•rCTION 1162 

Thu Section 1 362 proaran can be applied to. a 1 1 critical 
properties. However, priorities could be established in 
resoon.se to several oroerran considem tiers. ’hroc r tnoso 
could sicni t lean 11 v af H-ct the scene of the- on • ran : 


Insurance Coverage Requirements 

The costs of the 1362 program depend, in mart, on the in¬ 
surance COvorano of critical structures. For p.warn to, j f 
a critically damaged one-family dwell inn is covered by 
flood insurance up to full replacement value, and if it is 
totally destroyed by a flood, the owner is entitled to an 
insurance payment cover inn the full replacement 'value.** 
Thus, the cost of 1 36 2 acquisition would include on 1v the 
payment for the land, perhaps some relocation expenses 
plus roes for legal work and appraisals. No eayment for 
residual structure value would be necessary. Tf the struc¬ 
ture is not totally destroyed, but the dam acre moots the 
NTIi-'s recent criteria for constructive total loss, be¬ 
cause repair is either prohibited by local authority or 
permittee but infeasible, the cost of acquisition under 
Section J 362 would be similarly low.*** 


Minus the $200 deductible 

As the actual rate of acceptance of the 136 a , >r .. ■ , , 

nopond . on the owners' perceptions of benefits' i 
be estimated before the proaran is ir-Hc-. ■ ■ ./ 

In this case the National Flood Insurance Tun.! will bear a 
higher burden than if the insurance Payment covered only the 
cost of repairs before the flood. However, since the NFTR 
r>nco L ,raves maximum effective covet one, this burden would sit 
nn] sueoessful performance of the N>’ I p 











Thus, I i ni t. in-: 1 502 to prone.- rt i >.-s i nsurod it or nb- ■■■/<.■ cor- 
tain levels could lower fedora: bud-sot a ry roe ■: i rome: i f s r <~r 
St'ot.ion 1 56 2 and possibly art as an indent i vr- : ar owno -s 
t <:■ seek h i sh«.v covoraee. 

Two options were considered. in the 'drat, Hecti ■ -n ] 36 2 
would be ! Lr.i ted te i-row-: 'it s i nsnrod at enoox -or a;- : 

1 evoj s o: ('o v ora-!o. V.'i thi n the maxi:• ut- insurance 1 i :::i ts 
for all occupancy types, escort one -: ami i y nor ox, insur¬ 
ance up to cash value is cncouraqeo by the di'Tb. I’or one- 
fumi.ly homos enve ra:«o at or nbo-’o HO >.•; f :! i rep 1 a come n t 
v aiue is oncourace- ! ’n ’or the second r q fion Portion 1362 
wou 1 d be applied to critical properties r <:■ :a rd less of 
insurance coverace. 

Historically, about one-third of all critical properties 
we re insured at these eno ur need lewis 20 ■-V r.-no- 

f ami ly structures and more than ha 1 f t.f all other proper¬ 
ties) . As noted, nveraec effectivc insurance c< cornee cf 
critical properties is aiready relative Iy hioh. Con¬ 
ceivably enistino patterns of coveravc can be r art her im¬ 
proved without riuid measures such as a renuirerent of 
n.Lnim.u.tt coveraae for 1 36 2 v 1 inibi 1 i ty. On the ether hand, 
this provision would drastically re.luce the scope of prop¬ 
erties eligible f or Section 1362 and compound the nrob lor- 
of scattered site acquisition.* Moreover, the federal 
cost Si-.vines per property wou 1 d not bo significant since 
hichcr insurance payments wet’ I •: h> ■ lurccly subsidised. 

Al ternativo f 1 ower) i n i r.ur i ns*., ranee ret: 1 ; ire*-ont a, how¬ 
ever, would contradict existin': i P pc 1 irit-s. Therefore, 
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Tor a detailed discussion d this as: 
see Chapter VI. 
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Two alternative options wore considered in reqard to this 
consideration: limit Section i 162 to properties damaoed by 
a Presidentia 1 iv d.oc] ared ma jor isaster or exclude Sec¬ 
tion 1 36 2 front such a restriction. 

Historically, only 45of all critical properties have 
been damaged by Preside itia 11y declared major disasters. 
Therefore, if this .limitation were to be applied beyond 
the start-up phase of Section 1362 it could have the ad¬ 
verse effect of diminishinq the scope of the program. On 
the other hand, if Section 1362 was limited to Presidential- 
ly declared disasters durinu its start-up period mechanisms 
for "packaqinq" acquisition with other federal relief pro- 
crams could bo more readily explored. Therefore, it ap¬ 
pears advisable that Section 1362 be limited to Presiden¬ 
tial ly declared disasters only durinu the program's ini¬ 
tial implementation phase. 

Limit ation of S ection 1 362 to Comr.unitios with a Minimum, 

>.'um.ber of Cri tical Claims in One Year 

As noted, over the entire analysis period only 9 9 - of all 
communities with critical policies had ten or more incidences 
and more than two-thirds of all communities had only one 
or two cases.* The number of communities with ten or more 
incidences in one year was even less than 9°. Implementa¬ 
tion of Section 1362 in communities with very few elicible 
properties after a flood event raises questions of admini¬ 
strative efficiency. In addition, the acquisition of one 
or two isolated properties may make it difficult to arrive 
at an acceptable reuse, encouranc unwise reuse and make the 
maintenance of acquired properties costly and difficult. 

Two alternative options were considered for resolving this 
question: limit Section 1362 to communities with at least 
ten critical properties after one flood event** or not im¬ 
pose such a limit, on Section 1 362. 

Historically, 60' of all critical properties were in communi¬ 
ties with at least ten incidences in the same year and al¬ 
most 60 of these properties were in the South. Thus, if 
this limitation was applied to the proqram the renional im¬ 
balance of critical dnmaqe would be further exacerbated. 


It should be noted that with qrowinq enrollment in the MFIP 
the incidence of critical properties per community will rise. 
However, the uneven distribution of critical policies per 
community will not necessarily change. One can expect that 
there will always be many communities with relatively few 
critical claims and a small number with a relatively* larcte 
number of claims. 

The finure 1.0 was arbitrarily selected. 
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Furthermore, the t opsi 1 t.n ot the comrumi t v ons*. studies 
showed that critical damage tends to bo scat tree:, o'-<-n 
within areas ro 1 at ivc concent rat i • m, i n ii-'-at iiv: the v h' • 
problem of 1 inning ncopt ah! e reason for r-t onertios aenui ro : 
umk.’:* Section 1 -J-2 also n;-:is‘s in mni: Lt i< r- v.n > h •/< • 1 a t- ; ■ •< •- 
ly largo numbers of critical proper! ios. * r i n a ! 1 y , s Inc- 

communities vary enormous I y in size t hi - or i ter ion :• 1 hat 
arbitrarily discriminate nan ins t. smaller -<• »rv uni * i-c, 

Hence it appears desirable that Sec i i on 1 i( >2 net bo 1 j - i fa - . 
to communities with a minimum number <preport ios r't ; r 
one f1oo.: event. 

Synopsis 

Figure 4 summarizes the three consido rat ions and their in¬ 
dividual and combined effects on the scope of a 1162 ore— 
cram. ’the most promi sine out in ns would rake a 1162 proo ram 
aval.'.able to the f u 11 scope o-' critical or - oort i .-s •' "r.’i’a * , 'i •• 
I) . 


CATASTROPHIC FLOOD YEARS 

The projected future incidence of critical Fa: .ace is base 
on the historical incidence over a relatively "normal” 
period.* During years of catastrophic floods critical 
damage will be far in excess of these levels. As not-m 
in the Introduction, data on national flood losses 
limited. The only statistical data scr ies coverin : an ex¬ 
tended period has been compiled by the Nation a 1 V.'oa Ihor 
Service.** According to this data, damace in calastr.xnic 
flood years has been about five times higher than the 
average in preceding mo ro "normal" years. It is likely 
that the relationship between the incidence of ctiticni 
damage in catastrophic flood years and the average inci¬ 
dence of critical damage will follow a similar- pattern. 


* The analysis period includes 1972, the year of two devnstotin 
flood disasters: Hurricane Acmes and the Rapid City Flood. 
However, few properties were enrolled in the HP IP at that 
time and the claims dafa do not reflect those catustrg h i c 
e ve nts. 

** The limitations of this data have long been recognized. Sec, 
for example, U.S. Congress, Senate, 89th Congress, Second 
Session, Committee on Ranking and Currency, In sur ance and Oth. 
Programs for’ Financial Assi stance to Flood Victims, 1 <1 6t> , 

p7"'267 f 7 
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FIGURE 4 

PERCENT OF CRITICAL PROPERTIES 
ELIGIBLE FOR ACQUISITION 
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INCIDENCE OF PROPERTIES QUALIFYING FOR ACQUISITION UNDER 
SECTION 1362 (b) 

The incidence of properties that might qualify’ for acqui¬ 
sition under Section 1362 (b) was estimated. This Sec¬ 

tion authorizes federal purchase of insured properties in 
flood-risk areas following damage by a single incident of 
any kind, if restoration to the pre-damaoe condition is 
legally prohibited or permitted only at significantly in¬ 
creased construction costs. Regardless of special local 
restrictions against restoring flood prone structures, 
any flood-insured property in a special hazard area which 
sustains damage that qualifies it for substantial improve¬ 
ments as a result of a sinale natural disaster (other 
than a flood), a fire, explosion or any other casualty is 
potentially eligible for acquisition under this subsection. 

A recently completed study* on the implementation of alter¬ 
native substantial improvement definitions estimated the 
average annual number of structures in the Nation's flood- 
plain to be improved substantially following fires and tor¬ 
nadoes to be 3,994. Of these, 2,774 were residential and 
1,170 non-residential. The same study estimated that 
about 30 percent of the structures were insured. That 
would indicate approximately 1,200 flood-insured struc¬ 
tures annually suffer damage that meets the requirements 
of Section 1362 (b). However, this estimate could be on 
the low side because experience shov;s there is reason to 
believe that a greater share of the structures will be 
covered with flood insurance in the future. If the 1,200 
properties were added to the properties eligible under 
Section 1362 (a), the scope of properties eligible for 
acquisition in FY 1980 would increase from, 1,600 to 2,800. 

The average cost of acquiring properties under a 1362 (b) 
program could be substantially different, often higher than 
the cost of 1362 (a) properties for three major reasons. 
First, it cannot be assumed that 1362 (b) candidates would 
exhibit average values substantially below the median, as 
do critically flood damaged one-family structures. If the 
average market value of one-family properties eligible under 
1362 (b) is equal to the median, it would exceed the average 


* Sheaffer & Roland, Inc. op » exit. 
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value of 1362 (a) properties by about one-half. Second, 
the extent to which the acquisition cost of 1362 (b) prop¬ 
erties would be offset by fire and flood insurance payments 
cannot be predicted. Third, the share of non-residential 
properties projected for 1362 (b) is substantially higher 
(29%) than the non-residential share among critically 
flood-damaged properties eligible under 1362 (a) (5%). 

If used selectively, Section 1362 (b) could, in individual 
cases, make 1362 (a) acquisition more viable by creating 
more substantial clusters of properties eligible for acqui¬ 
sition. Most importantly, it could be used to help communi 
ties remove less than critically damaged structures from 
dangerous flood hazard areas such as velocity zones and 
floodways. Criteria and guidelines for the use of Section 
1362 (b) would be established consistent with the recent 
guidelines for the relocation of dwellings situated in dan¬ 
gerous flood hazard areas.* For the purposes of this study 
Section 1362 (b) acquisition was considered an opportunity 
for complementary acquisition of critical properties under 
Section 1362 (a). 


Memorandum by Gloria M. Jimenez, Federal Insurance Adminis- 
trater, to Regional Directors, Division Directors, Insurance 
and Hazard Mitigation, November 30, 1979. 



IV. NATIONAL BENEFITS OF THE SECTION 1362 PROGRAM 


Chapter II outlined the potential role of Section 1362 as a 
desirable measure for nonstructural flood loss reduction through 
acquisition of flood damuqed property and as a pivotal incentive 
within the National Flood Insurance Prop ram. By servin'* these 
purposes the 1362 proaram can yield a broad range of important 
benefits to the nation. The purpose of this chapter is to de¬ 
scribe and, to the extent possible, quantify the public nature 
of these benefits. 

Congress has lodged Section 1362 in the National Flood Insurance 
Program; consequently, the public interest to be served by 1362 
acquisition must be consistent with the specific context of the 
NFIP. Congress has further mandated that "the objectives of a 
flood insurance program...be integrally related to a unified 
national program for floodplain management"*, i.e. the frame¬ 
work of national policies combining and intearatino the objec¬ 
tives of the National Cater Resources Policy and the National 
Disaster Assistance Policy. The twin objectives of the Nation¬ 
al Water Resources Policy are national economic development and 
environmental quality, while the objective of the National Dis¬ 
aster Assistance Policy has been to supplement the disaster as¬ 
sistance efforts of states, local governments and disaster 
relief organisations.** 

Water resources projects governed by the objectives and require¬ 
ments of the National Water Resources Policy must be planned 
and evaluated on a case-by-case basis in conformance with the 
water policy objectives and requirements. Section 1362 is exemp 
from such evaluations. As noted, any requirement that the 
benefits and costs of 1162 acquisition be evaluated bn a case- 
by-case basis would: he sol f-defeating. If it is to be effective 
Section 1362 must be available immediately after flood damage 
occurs. The delays caused by any meaningful case-by-case beno- 
fit/cost analysis would render the program unworkable. On the 
other hand, a noncrol program-level discussion of the benefits 
and costs of 1362 within the framework of the overall nri.nciples 
guiding the planning and evaluation of water resources projects 


* National Flood Insurance Act of 1968 (PI, 90-448) , Section 
1302 (c) 

** U.S. Department of Housing and Urban Development, Federal 
Disaster Assistance Administration, Di gest of Federal Dis - 
aster Assistance Programs, August, 1975, p. 1. 


can bo .iso: a L. Such an assessment would demonstrate t.hat 
floodp lain ae<nj isiticn under Section 1362 is likely to suc¬ 
cessfully meet traditional water policy objectives as we I 1 
as national disaster assistance policy objectives and serve 
a broad ramie of other national coals, programs and initin- 
t1ves. 

The need for consistent principles, standards and analytical 
procedures for planning and evaluating water resources projects 
evolved out of the Flood Control Act of 1936 . In this Act 
Congress declared that benefits of federal projects to whor.i- 
soevor t hey may accrue should exceed costs. Official policies, 
incorporating such principles, standards and procedures, date 
from the early 1950's.* Their evolution reflects a gradual 
shift from an exclusive reliance on structural measures, such 
as dams, levees and reservoirs, to mi re balanced approaches 
including non-struetura 1 measures- The Principles and Stan¬ 
dards for Planning Water and Re 1 a toil hand Resources were 
promulgated in their present form in December, 1979.** This 
document reaffirmed the two traditional objectives - nat iona1 
• eco nomi c develo pment and environme nta l quality - and the ro- 

' quirement that the adverse and beneficial, effects of projects 

t . relevant to these objectives be calculated for four accounts - 

national economic development, environmental quality, regional 
' . econon.ic development and social we 1 l.-beinc;. In accordance 

. with the President's water policy initiatives of June, .1978 

* the Principles were complemented by a new manual of procedures 

V for evaluating national economic development benefits and 

^ costs.*** The recent amendments to the Principles and Standards 

place a new emphasis on water conservation and non-structural 
solutions. 

A. NATIONA L ECONOMIC DFVFLQP HFN T 

According to the new manual of procedures for evaluatin'-: 
national economic development benefits and costs, floodplain 
acquisition projects yield two types of benefits: those as¬ 
sociated with the reduction of flooding (inundation reduc¬ 
tion benefits) and benefits associated with new uses of 
floodplain land (location benefits). 


* Budget Bureau Circular No. A-47. December 31, 1952. 

** F.S. Water Resources Council, "Principles and Standards for 

Water and Related Land Resources". P.R. 44 :72978 (Pec. 1.4, 1979). 

*** Water Resources Council, "Procedures for Eva1 nation of National 
Economic Development (NED) Rene’"its and Costs in Water Resources 
Planning (Level C) ; Final Rule". F.R. 44:72892;(Dee. 14, 1979). 
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FUTURE INUNDATION REDUCTION BENEFITS OF SECTION 1362 

The principal national economic development benefits stem¬ 
ming from public acquisition of critical properties consist 
of reducing damage from future inundation. Chief among 
these is the reduction of "externalized" flood damages, i.e. 
losses typically borne by taxpayers or firms providing ser¬ 
vices to activities situated in the floodplain such as uti¬ 
lity companies. The most important examples of such losses 
are flood insurance subsidies, casualty income tax deductions 
and flood relief costs. It is important to note that, ac¬ 
cording to the current guidelines, the reduction of flood 
losses borne by the owners of critical properties - also 
termed "intern£\lized flood damages" - "shall not be claimed 
as a benefit of evacuation or relocation because they are 
already accounted for in the fair market value of floodplain 
properties".* 

The most significant cost to the national economy associated 
with critical properties is public compensation of private 
flood damages through subsidized flood insurance rates. 

Assuming that the NFIP's actuarial rates reflect the actual 
average annual risk of flood damage, the difference between 
the applicable actuarial rates and the subsidized insurance 
rate of 25 cents per $100 paid by owners represents this 
compensation. As noted in Chapter II, most owners of criti¬ 
cal properties have not rebuilt their damaged structures in 
conformance with NFIP regulations and have continued to 
benefit from subsidized rates. Using NFIP claims data the 
amount of this cost - or the benefit of eliminating it - 
can be estimated. 

Owners of critical properties have also been able to receive 
compensation for their private flood losses through casualty 
income tax deductions. Data on the cost of such deductions 
to the national economy are not available. However, NFIP 
data on uninsured property damage does permit the benefit 
of eliminating this cost throuqh 1362 purchase to be estimated. 

Finally, many owners of critical properties have been eli¬ 
gible for flood disaster relief payments. If properties 
are critically damaged by Presidentially declared major dis¬ 
asters such payments constitute a substantial cost to the 
federal Treasury. Chief among disaster relief payments is 
the cost of temporary housing. Other flood relief costs 


Water Resources Council, "Procedures...," op. cit. F.R, 44:72935. 
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attributable to individual properties include debris 
clearance, individual and family qrant assistance and un¬ 
employment compensation. Available data on the average 
cost of flood relief from 1970 to 1976 were analyzed as a 
basis for estimating the benefit of climinatin.-r this ex¬ 
penditure through public acquisition of critical proper¬ 
ties . 


Table 2 shows (in 1979 dollars) the estimated bene‘"its of 
reducing these three types of externalized future flood 
damages bv purchasing an average, critically damaged sine 
family home under Section 1762. Elimination of the flood 
insurance subsidy is by far the most significant benefit. 
It is important to note that reducing the* externalized 



damage to the contents of critical properties accounts for 


more than one-third of the total reduction of externalized 


losses. 


Another externalized cost of critical properties is the 
damage to utility, transportation and communication systems 
serving areas susceptible to critical damage. While there 
is no national data for estimating the benefit of reducim: 
this cost, combining Section 1362 with other acquisition 
programs could, in individual instances, help to eliminate 
highly vulnerable sections of local infrastructure systems. 
The resulting benefit could only be estimated for indivi¬ 
dual acquisition projects. 

In addition to reducing externalized future flood damages, 
a 1362 program will reduce the overhead costs of the Nation 
al Flood Insurance Program. While the effect on the NFIP's 
annual administrative cost of a program that would apply, 
on the average, to less than one in a thousand policies may 
be negligible. Section 1362 will eliminate two significant 
types of expenses. First, insurance agents now receive an 
annual commission amounting t«- 15°; of the premium for criti 
cal policies (or $10.00, whichever is more). The benefit 
of saving this overhead cost can be calculated at about 
$150 for an average critical property. Second, the NFIP's 
average cost per claim for claims adjustment is $228. The 
benefit of eliminating this overhead cost through 1362 ac¬ 
quisition can be estimated at about $120 per critical 
policy. Table 2 shows that the total reduction of exter¬ 
nalized f1ood damages and insurance overhead by acquiring 
an average single-family home through Section 1362 will 
amount to approximately $19,000. 
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It is important to note that these are national avora-. 
reductions; local variations in the value of properties 
and in the frequency and magnitude of flooding can sig¬ 
nificantly change these amounts. In situations of fre¬ 
quent, serious flooding the reductions in expenditures 
realized by acauisition can be much lamer. 

LOCATION BENEFITS OF SECTION 1362 

The new procedures for evaluating national economic devel¬ 
opment benefits recognize that removing vulnerable urban 
land uses from the floodplain may yield three types of lo¬ 
cation benefits: benefits from an income producing new 
land use not susceptible to flood damage; income from the 
resale of cleared floodplain land with an encumbered title; 
and positive economic effects on adjacent lands, such as 
increases in the market value or property adjacent to new 
amenities in the floodplain (open space externalities). 

Properties acquired under Section 1362 will, in individual 
cases, produce economic benefits from new land uses. In a 
Florida resort community studied for this research project 
the acquisition of critical properties could facilitate new 
beach access and parking, possibly generating net income. 

In three other communities that were studied, floodplain 
land alone rivers could be converted to much needed but not 
income producing urban parks. In most cases, before full 
reuse benefits can accrue, Section 1362 will have to be com 
plemented by two elements of a comprehensive program: first 
funding for the acauisition of properties ineligible under 
Section 1362 but necessary for a rational reuse plan; and, 
second, funding for necessary improvements associated with 
the reuse project. Therefore, although reuse benefits from 
Section 1362 can bo anticipated, depending on local condi¬ 
tions, they cannot be calculated independent of specific 
reuse projects. 

The second location benefit from floodplain acauisition - 
resale of land with an encumbered title - would only apply 
if property acquired under Section 1362 is resold. As dis¬ 
cussed later in this report, it is advisable for property 
acquired through Section 1362 to remain in public ownership 

The third location benefit, positive economic benefits to 
adjacent 1ands (externa 1ities) reflecting the amenity value 
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of Jiving near parks or open space is likely to be signi¬ 
ficant for many acquisition pj ejects funder! - in whole or 
in part - under Section 1362. Such effects can be measured 
by the projected increase in the market value of property 
adjacent to the converted floodplain lands. In two riverine 
case study communities the averaue value of this benefit per 
critical property was estimated at about SI,000 and in a 
coastal resort at about $3,000. Those estimates were based 
on the assumption that 1362 acquisition would be complemen¬ 
ted by funds for purchasinq additional properties as well as 
for open space improvements. The calculated benefits were, 
however, limited to the contribution of 1362 acquisition to 
the overall reuse plan. 

B. ENVIRONMENTAL QUALITY 


The beneficial environmental effects of a flooded pronerty 
acquisition proqram can be attributed to the restoration 
and preservation of compatible land uses in the floodplain. 
While they cannot be defined in market, monetary terms, 
they are a central objective of the 1362 program. Specific 
environmental effects of Section 1362 will depend on the 
reuse of acquired land. The principal benefit from comple¬ 
ted floodplain reuse projects using Section 1362 will be 
the creation of open space. 

In many cases rational reuse plans may require that Section 
1362 purchase be complemented by the acquisition of addi¬ 
tional properties. In all cases 1362 purchase wilL have 
to be complemented by additional funds for improvements. 

The discussion of environmental benefits in this section 
assumes that Section 1362 is made available only to commu¬ 
nities willinct to commit themselves to the planninq and im¬ 
plementation of acceptable reuse projects involving the 
necessary complementary funds. 

The estimates of the scope of a 1362 proqram in Chapter III 
indicate that an average total of 1,750 structures in some 
320 communities* will be critically damaged in Fiscal Year 
1981 and that about 1,600 will be available for negotiated 
purchase under Section 1362. Although national data on 
the acreage of critical properties is not available, if it 
is assumed that the average property encompasses one-sixth 


Historically, there have been 5.4 critical properties per 
community. 
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of an acre,* the total acreage of critical properties to 
be acquired under Section 1362 during an average flood 
year is estimated at less than 300 acres. Even though 
this total may seem small, it has inherent possibilities 
for expansion. In the four case study communities ration¬ 
al reuse projects would require complementinu 1362 (a) 
acquisition with the purchase of about an equal number of 
additional floodplain properties. One other program that 
may help to fund additional acquisition is Section 1362 (b). 
Thus, the extent of open space to be created through Sec¬ 
tion 1362 is likely to exceed the acreace of critical 
properties. 

A paramount environmental benefit of open space reuse pro¬ 
jects based on the acquisition of flood damaged properties 
will stem from their location in or near urban areas where 
open space is most needed. Other notable environmental 
benefits from the reuse of publicly acquired flooded orop- 
erties as open space will result from improved local hydro- 
logical conditions. Stormwater detention will be increased, 
obstructions to flood flow will be removed and floodwater 
storage capacity augmented. Infiltration will increase and 
runoff decrease if impervious groundcover is reduced, but 
if open space is paved or surfaces are made impervious, 
runoff will increase. 

The general hydrologic effects of Section 1362 acquisition 
on upstream areas will be to reduce flood peaks by allowinu 
the flood waters to pass more quickly downstream and to 
spread over their natural floodplain. The net effect on 
downstream areas is less predictable, as it will denend on 
the balance between the removal of obstructions and the 
increase in storage capacity. The magnitude of these im¬ 
pacts will vary greatly; when only a few structures are 
involved - as will be the case in most Section 1362 projects 
the effects may be difficult to detect. 

Other environmental benefits are loss predictable. For ex¬ 
ample, increases in ground water recharge, heightened aes¬ 
thetic values, water quality improvements, enhanced wild¬ 
life habitation, reduced soil erosion and improvements to 
critical areas such as sand dunes and wetlands wi11 be ex¬ 
perienced in certain areas but not in all. These benefits 


This assumption is based on the average size of critically 
damaged properties in four case study communities. 
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are dependent upon the specific use to which the acquired 
land is put and the physical and social needs of the re¬ 
spective area. Some open space uses may yield few bene¬ 
fits while other uses will produce substantial benefits. 

C. CONTRIBUTIONS TO OTHER NATIONAL GOALS AND PROGRAMS 

The previous two sections show that Section 1362 offers 
substantial benefits for national economic development and 
the enhancement of environmental quality, the two objectives 
of the national water resources policy. Indeed, even if 
only those benefits that can be estimated in dollars are 
considered it is apparent that Section 1362 acquisition can 
be justified solely on the basis of its contribution to 
national water resources policy. 

The most important intrinsic national value of the 1362 
acquisition program, however, may be its potential for 
establishing links between different sets of national poli¬ 
cies and programs, rather than as a rigid and narrow acti¬ 
vity. The following Section discusses the benefits associ¬ 
ated with the broader purposes of Section 1362 on two 
levels: contributions toward other national policy objec¬ 
tives as well as other federal acquisition programs. 

CONTRIBUTIONS TOWARD OTHER NATIONAL POLICY OBJECTIVES 

a tional Disaster Relief Policy 


As noted in the introductory chapter, the federal response 
to floods has two distinct historical roots: structural 
flood loss reduction and disaster relief. Following the 
Flood Control Act of 1936 federal programs stressing struc¬ 
tural flood loss reduction have been subject to benefit and 
crust evaluations under the explicit objectives of the cmer- 
:in : national water resources policy. Disaster relief, 
on the other hand, has been provided with the more flexible 
intent of supplementing the efforts and available resources 
of states, local governments and private disaster relief 
organizations. The need for merging these two aspects of 
tint ional policy in a unified national program for flood- 
plain management has been recognized since the mid 1960's. 
The loading objectives of this reform have been proper co¬ 
ordination between flood loss reduction and disaster relief 
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activities and a balanced approach to flood loss reduction, 
including consideration of nonstructural techniques as wel1 
as traditional structural flood control works. Section 
1362 is one tool for merging these two objectives. 

The chief contribution of Section 1362 to the objectives 
of the national disaster relief policy is in strengthening 
local efforts to mitigate future flood losses. As noted, 
after decades of rising federal expenditures for flood dis¬ 
aster relief, flood loss mitigation is now a leading theme 
of the federal disaster relief program. The best time to 
introduce corrective measures in the floodplain is in the 
immediate aftermath of a flood. A principal weakness of 
most corrective techniques, such as the NFIP's requirement 
that substantially flood damaged structures be restored in 
compliance with certain minimum standards, is their reliance 
on regulation. In the aftermath of floods communities are 
often unlikely to enforce strict standards unless they can 
offer an equitable alternative. Section 1362 represents 
such an alternative and, therefore, strengthens the enforce¬ 
ability of corrective floodplain management regulations 
while eliminating future flood losses. Thus, in many 
cases. Section 1362 can help translate flood loss mitigation 
from an abstract federal requirement to a practical reality. 
The value of this effect may even exceed its water policy 
benefits. 

N ational Housing Policy 

About 95% of all critical properties are residential. Data 
is not available on how many of these dwellings are used 
as permanent housing. However, case study research revealed 
seasonal occupancy of critical dwellings only in a coastal 
resort community. As noted, four-fifths of all critical 
properties were located in riverine floodplains. Thus, it 
appears that most residential critical properties are 
used as primary residences. 

In the National Housing Act of 1949 Congress affirmed the 
right of every American family to a "decent home and suit¬ 
able living environment". Despite efforts to achieve this 
goal, a substantial share of the nation's housinq does not 
meet these standards. Some of the inventory needs to be 
replaced and some lends itself to upgrading. Properties 
vulnerable to critical damage generally form part of the 
latter group. By offering the occupants of such housing 
a chance to relocate to decent homes outside of the flood- 
plain Section 1362 will contribute toward the national 
housing goal. 
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CONTRIBUTIONS TO OTHER FEDERAL ACQUISITION PROGRAMS 


A rationally planned reuse project will, in most cases, 
require the inclusion of scattered additional properties 
ineligible for Section 1362 acquisition as well as funds 
for reuse improvements iind maintenance. If used in con¬ 
junction with Section 1362, other federal, state or local 
programs can help to enhance the benefits of the .1362 
program. Simultaneously 1362 can contribute to the ob¬ 
jectives of these other programs. 

To ascertain which other federal programs would be most 
compatible with 1362, this research project reviewed the 
existing federal property acquisition programs and their 
accompanying acquisition processes. The following four 
groups of programs were found to be particularly valuable 
for use in conjunction with Section 1362. 

Housing and Urban Development (IIUD) 

Regular Community Development Grants 

(Entitlement and Discretionary) 

Emergency Community Development Grants 

Interior; Heritage Conservation and Recreation Service 

(HCRS) 

Land and Water Conservation Fund (LAWCON) 

Interior; Fish and Wildlife Service 

Fish Restoration 

Wildlife Restoration 

Agriculture; Soil Conservation Service (SCS); 

Farmers Home Administration (FmHA) 

Acquisition authority under Section 73 of the Water 

Resources Development Act of 1974 (PL 93-251.1) 

Watershed Protection 

Small Flood Control 

Civil Works - Flood Control 

Army, Corps of Enoineers (COE) 

Same as Agriculture 






The following discussion shows how these nroorams comp le¬ 
nient acquisition under Section 1362 and, reciprocally, how 
Section 1362 contributes to their objectives. 

Regular and Emernency Community Development Flock Grants 


Block Grants could serve the two main needs of complemen¬ 
tary funds: acquisition of additional properties and open 
space improvements. They could also provide local matching 
funds if localities are required to share the cost of Sec¬ 
tion 1362. 

Since the Community Development Proqram is generally ori¬ 
ented toward, larger communities (entitlement grants are 
limited to communities with a population of at least 50,000) 
and by virtue of the broad range of eligible activities 
there is strong competition for such funds within communi¬ 
ties, Block Grants may not be available in many communities 
w 7 ith critical properties. Whenever local conditions permit 
combining Section 1362 with Block Grant funds the effect 
will be mutually beneficial: Section 1362 will contribute 
to the primary objective of the Community Development Pro¬ 
gram to develop "viable urban communities, by providing 
decent housing and a suitable living environment and ex¬ 
panding economic opportunities, principally for persons of 
low and moderate income",* while the Block Grant program, 
will help achieve the purposes of Section 1362. 

Heritage Conservation and Recreation Service. Land and 
Wa ter Conservation Fund (LAWCON) 

This program provides a fixed amount of matching funds to 
each state for up to one-half the cost of acquiring and 
developing land for recreation projects. States can direct¬ 
ly develop projects or make subgrants to communities. In 
communities where the need for floodplain acquisition coin¬ 
cides with recreation needs recognized under the state's 
comprehensive outdoor recreation plan, LAWCON grants - 
combined with the necessary matching funds - could comple¬ 
ment 1362 acquisition by funding the purchase of additional 
properties as well as open space improvements. Properties 
acquired under Section 1362 can count as part of the local 
matching fund for LAWCON acquisition. 
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Whenever Section 1362 acquisition is "packaged" with the 
LAWCON program it will help to achieve the LAKCON proaram's 
objective of providing financial assistance for acquirina 
and developing outdoor recreation areas and facilities for 
the general public. Likewise, the LAWCON program will con¬ 
tribute to the objectives of Section 1362. 

Fish and Wildlife Service 

Fish Restoration and Wildlife Restoration 


In some instances these tw r o closely related programs, also 
known as the Dinge11-Johnson and Pittman-Robinson bills, 
may be used in concert with Section 1362. Their principal 
purpose is to support the restoration or management of 
fish and wildlife populations; the preservation and improve¬ 
ment of sport fishing and hunting and related uses of fish 
and wildlife resources; and the provision of facilities 
and services for conducting hunter safety programs. A 
primary method of achievinct these purposes is the acquisi¬ 
tion of fish and wildlife areas or access to such areas. 

Federal aid normally accounts for 75% of project costs, 
although it may go as low as 10%. Each state is given an 
annual allotment that remains available for two years. The 
Service cooperates with state fish and game departments in 
administering the proctrams. State agencies are responsible 
for preparing detailed plans for each project to be funded; 
local communities do not directly participate in the uro¬ 
gram. The state agency is responsible for managing and 
maintaining acquired property as well as any development 
of lands or waters. Project funds may be used for manage¬ 
ment and maintenance. If funds are used for improvements 
to lands or waters, the state must control the lands or 
waters by fee title, lease, easement, or agreement. 

Where applicable, Fish and Wildlife funds could complement 
1362 acquisition by acquiring property inelioible for Sec¬ 
tion 1362 (e.g. undeveloped property) and by providing funds 
for management and restoration. In turn, 1362 acquisition 
could complement a Fish and Wildlife project by providing 
access to streams, rivers, and even shores. Again, Section 
1362 would contribute to the objectives of these programs 
as well as benefit from their contributions. 


56 





Nonstructural Floodplain Management Programs of the C orps 
of Engineers (COE) and the Department of Agriculture S oi1s 
Co nservation Service (SCS) and Farmers Home Administration 
TFmHA)■ Authority under Section 73 of the Water Resources 
Act of 1974 

Of all the complementary programs, only the COE and the 
Department of Agriculture non-structural floodplain acqui¬ 
sition programs have the reduction of flood losses as their 
main objective. There are three such programs: Soil Con¬ 
servation Service/Farmers Home Administration; Watershed 
Protection and Flood Protection; and Nonstructural Acqui¬ 
sition (areawide and local protection). Their purposes 
and techniques are similar; the major differences are that 
the program under the Department of Agriculture is restric¬ 
ted to rural areas and upstream watersheds, while the 
Corps of Engineers has additional jurisdiction over large 
projects, urban areas and downstream flood protection. 

Non-structural floodplain acquisition under these programs 
has been extremely slow. Only one project (Charles River 
Basin) has been completed. However, given the emphasis on 
nonstructural floodplain management measures in the Presi¬ 
dent's recent water policy initiatives, they may be applied 
more extensively in the future. Indeed, communities re¬ 
quiring larger-scale floodplain acquisition and unable to 
obtain other grants-in-aid will have to depend upon Section 
73 of the Water Resources act of 1974. 

A combination of 1362 acquisition with Section 73 could 
occur in two ways. One possibility is that a community 
suffering serious flood damage would accept an FIA offer 
to purchase critical properties with the intent of land- 
banking them for a reuse project entailing Section 73. 
Because of the long planning time required for water re¬ 
sources projects, the properties acquired under Section 
1362 would have to bo managed by the community until all 
approvals for the larger project were obtained. In the 
other possibility, a community suffering serious flood 
damage after the planning for a floodplain acquisition pro¬ 
ject has begun, could use Section 1362 to strenathen the 
floodplain acquisiton authority under Section 73 by initi¬ 
ating the acquisition process and reducing the cost of the 
larger project. 
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Despite the growing emphasis upon non-structural alterna¬ 
tives, the traditional bias of the principal federal water 
resources programs in favor of structural flood protection 
persists. Section 1362 will serve as an incentive for en¬ 
hancing the advantages of floodplain acquisition under Sec¬ 
tion 73 as an alternative to structural projects. 



V. THE NATIONAL COSTS OF THE 1362 PROGRAM 


This chapter presents the national costs of the Section 1362 
program on two key levels: the federal budget and the national 
economic development costs. The main source for estimating 
these costs was the historical data on critical policies re¬ 
viewed in Chapter II. As a first step, the program, consider¬ 
ations with major effects on the cost of acquiring critical 
properties were identified. Then, the budget and the national 
economic development costs were estimated for different combi¬ 
nations of options - termed scenarios - for resolvinu these 
considerations. 

A. CONSIDERATIONS AFFECTING THE COST OF ACQUIRING CRITICAL 
PROPERTIES 

The study identified three considerations with major ef¬ 
fects on the average cost of acquiring critical properties 
and evaluated two options for resolving each of them. The 
ove rail standard for evaluating the options was acceptabi - 
Three criteria were used for judging acceptability. 

ACCEPTABILITY TO INDIVIDUALS 

This criterion helped to evaluate what may conventional 
ly be termed the "social" aspect of the program. Since 
acquisition must be voluntary, the program will be hiqh 
ly dependent on the response of owners. Section 1362 
offers owners an opportunity to sell critically damaged 
properties, thereby lessening future trauma and the 
cost and disruption of flooding. Owners will judge 
this opportunity by weighing the perceived benefits 
and net costs of relocation. Depending on the outcome, 
owners will accept or reject the program. 

ACCEPTABILITY TO COMMUNITIES 

The Section 1362 program will similarly depend on how 
communities compare potential benefits with the costs 
and responsibilities which they must * :cept. 

ACCEPTABILITY ACCORDING TO NATIO’* ^ NICIES 

This criterion has two facets: 






CONSISTENCY AND COMPATIBILITY WITH NATIONAL POLICIES 


This criterion was used to evaluate options in 
relation to the Unified National Program for 
Floodplain Management, the National Flood In¬ 
surance Program as well as the Uniform Reloca¬ 
tion Act and the National Environmental Protec¬ 
tion Act and other relevant national policies. 

— FEDERAL COST-EFFECTIVENESS 

This criterion was used to evaluate how individual 
options satisfy the important federal concerns 
of limiting outlays and lessening inflation. 

Using these criteria the most advisable option(s) for re¬ 
solving each consideration were identified. In combination, 
these options define the budget and the national economic 
development costs of the Section 1362 program that were 
found most promising by this study. 


Relocation Benefits Under the Uniform Relocation and 
Property Acquisition Policies Act of 1970 ("Uniform Act") 

Whether or not relocation benefits under this Act must be 
paid in connection with Section 1362 will ultimately de¬ 
pend on a legal determination. If benefits must be paid 
they would consist of the following standard elements: 


RELOCATION BENEFITS UNDER THE UNIFORM ACT 


TYPE OF RELOCATEE 
TYPE OF RESIDENTIAL 

EXPENSE OWNER RENTER BUSINESS 


MOVING 

EXPENSES 

REPLACEMENT 
HOUSING FOR 
HOME OWNERS 

PAYMENTS FOR 
RENTERS 


XX X 

X 
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Based on detailed data on the relocation expenses of the 
Department of Housing and Urban Development in 1976, re¬ 
location benefits for an average critical property in ac¬ 
cordance with the Uniform Act were estimated. It was as¬ 
sumed that the regional distribution of residential prop¬ 
erties by owner and renter occupancy reflects the distri¬ 
bution of the entire housing inventory and that moving 
expenses would be lower because of substantial flood damage 
to the contents of critical structures.* Given these as¬ 
sumptions, the weighted average moving cost for critical 
properties to be acquired under Section 3362 is $950, in 
1979 dollars, and the weighted average replacement housing 
and renter assistance cost is $12,000 per property.** 

The two alternative options considered were that the Uni¬ 
form Act applies to a 1362 program and that it does not 
apply. The first alternative would make the program 
highly acceptable to inuividuals and communities by con¬ 
ferring significant benefits. These benefits could more 
than double the federal budget for Section 1362 as well 
as increase the administrative requirements of the pro¬ 
gram. This alternative could weaken the incentive for 
owners to obtain maximum insurance protection against 
the risk of critical damage and relocation. The second 
alternative might be less favored by home ovvners with 
insufficient flood insurance coverage since their in¬ 
surance payment might be insufficient to cover the cost 
of a comparable new home and since there would be no re¬ 
placement housing payment to bridge the difference. On 
the other hand, most home owners with full insurance cover¬ 
age would receive a payment equal to the full replacement 
cost of the damaged structure and, therefore, would barely 
feel the difference between implementation of Section 1362 
with or without relocation payments.*** 


* As reported in Chapter II, contents damage amounted on the 
average to 60? of contents value. 

** Average relocation costs vary by agency. The Federal High¬ 
way Administration's average housing payment in FY 1975,was 
$8,871. Limited experience of a local effort at Kingery 
West, Illinois was $10,000. Recent experience of TVA in 
Southwest Virginia ranqcd from $7,000 to $12,000 per household. 

*** In most cases, the only additional benefit they would receive 
under the Uniform Act is moving expenses. If the market value 
of the land sold under Section 1362 is substantially lower than 
the market value of comparable land outside of the floodplain, 
replacement housing evnenses under the Uniform Act would cover 
the difference. However, regardless of whether the Uniform Act 
applies, site payments under Section 1362 may more appropriately 
be based on the cost of flood-free land (see next consideration). 
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Basis for Site Payment 

Sect ion I 562 servos the public interest by enablinq com- 
munitios fc acquiro insured, damaged, severely flood prone 
properties for uses compatible with sound floodplain man¬ 
agement and, implicitly, enablinq owners of these prop¬ 
erties to relocate to areas outside of the floodplain. 

As noted, most owners of single-family homes subject to 
critical damage can insure themselves against flood damage 
up to the full replacement value of the structure.* Most 
owners of all other properties subject to critical damage- 
can insure themselves against flood damage up to cash 
value, which is expected to be generally equal to or higher 
than market value. Thus, the NFIP already enables owners 
of one-family homes to protect themselves against flood 
loss up to the cost of a comparable new structure and 
other owners up to the cost of a comparable used structure 
outside of the floodplain. 

Since land is not insured under the NFIP, the main rea¬ 
son for Section 1362 is to enable public purchase of the 
sites on which critically damaged, insured structures are 
situated so that owners can use their insurance payments 
to move out of flood prone areas. Since the public inte¬ 
rest will only be served if owners relocate to areas out¬ 
side of the floodplain, one factor to be considered is 
whether the land payment under Section 1362 should cover 
the value of a comparable** site outside of the special 
flood hazard area or whether it is to be strictly based 
on the pre-flood market value of the site to be acquired. 

In some cases there may be no difference. In the absence 
of serious flooding, values for comparable properties in¬ 
side and outside of the special flood hazard area tend to 


After full conversion to the Regular Program in 1083 all 
single-family properties can bo insured up to $183,000. 
In the meantime the insurance limit for properties in 
Emergency Program communities is $35,000. The estimated 
average full replacement value of critical structures is 
(in 1979 dollars) $26,200. 

Comparable in terms of size, land use and in!' rast r :c* 


6 


r 



* * 




r* i ■ 



i 

t 

f 


t 






I 


be similar* However, in communities with a recent history 
of flooding, land values in hazard areas may bo signifi¬ 
cantly lower than values in flood free areas. In such 
communities Section 1362 might only be acceptab'e to in¬ 
dividuals and workable if it enabled owners to afford a 
site outside of the floodplain. In a third category of 
communities, notably ocean resorts, the pre-flood market 
value of severely damaged beach property may be even 
higher than the value of land outside of the hazard area. 

If legally feasible, it appears most advisable for Section 
1362 to offer owners a choice between a land payment based 
on the pre-flood market value of the property to be ac¬ 
quired and a payment based on f-ha cost of a comparable 
site outside of the floodplain. 


Federal Share of Acquisition Costs 

Determination of the federal share of acquisition costs 
involves consistency with broader national policies. The 
President's Water Policy Message of June 6, 1978 called 
for an equalized 20% local contribution to both structural 
and non-structural federal flood damage reduction measures 
The Cost-Sharing Legislation submitted by the President to 
Congress on May 16, 1979 confirmed the President's commit¬ 
ment to this policy. 

The main purpose of the cost-sharing initiatives has been 
to reduce the traditional bias of the major federal flood 
protection programs against non-structural measures. 


Damianos, Demetrios, Virginia Polytechnic Institute and 
State University, Office of Water Research and Technolouy, 
The Influence of Flood Hazards upon Residential Property 
Values (Ph.D. Dissertation). Reproduced by National Tech¬ 
nical Information Service, August, 1975. 
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Applying 


Bulletin 


, Demetrios and Leonard A. Shabman, Virginia Poly- 
Institute and State University, Virginia Water Re- 
Research Center, La nd Prices in Flood Hazard Areas 
Methods of Land Value Analysis, The Institute, 

95, April, 1976. 


Warnick, Larry James, An alysis of Growth Rates of Residential 
Land Values on and Near the Re gulated Floodplain . Research 
paper submitted in partial fulfillment of the requirements 
for the degree of Master of Science, Dept, of Geography, 
Oregon State University,. Williamson Hall, Room 202, Cor¬ 
vallis, Oregon 97331, July, 1977. 
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The Federal Emergency Management Agency (FEMA) is not sub¬ 
ject to the proposed cost-sharing formula and Section 1362 
appears exempt from this initiative. Nevertheless, the 
following two options concerning cost-sharing were analyzed: 
(1) the federal government bears the full acquisition costs 
under Section 1362 or (2) it bears 80%, with the communities 
paying the remaining 20%. The community case studies found 
that the first option is clearly acceptable to communities 
while the second option would be problematic. In the im¬ 
mediate aftermath of a flood the financial capacity of 
communities and states is often strained by emergency ex¬ 
penses. Moreover, business and property tax revenues may 
be reduced for some time after a flood. For such reasons 
at least one of the case study communities would not be 
able to pay 20% of the cost of a 1362 project in the after- 
math of a disaster. Even if a community was able and wil¬ 
ling to pay 20% of the cost of 1362 acquisition, state law 
may be an obstacle. For example, one case study revealed 
a state law limiting annual increases in municipal expen¬ 
ditures, a provision that would tend to restrict the ability 
of communities to share the costs of a 1362 acquisition 
project. In most cases the time required for a community 
to make the funding available would be too long. Based 
on these findings it appears most advisable that the 
federal government pay the full cost of acquisition under 
Section 1362. 

Basis for Insurance Payments 


The basis for insurance payments by the NFIP should be 
consistent with the policies and practices of the NFIP. 
Current practice provides for insurance payments only up 
to damage and makes it difficult for owners of properties 
suffering critical damage from a single event to comply 
with NFIP regulations for substantial improvements. If 
flood damage to such structures amounts to haxf the mar¬ 
ket value, the NFIP insurance payment covers half the re¬ 
placement value or less, depending upon occupancy type 
and coverage. As a result, repairing substantially da:, ,<ued 
structures at variance with NFIP regulations is often the 
only acceptable choice available to owners. 

On the other hand, claims payments to critical properties 
based on the assumption of total loss - in the terminology 
of the insurance industry "constructive total loss" - 
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would be an important incentive for owners to restore cri¬ 
tical structures in conformance with NFIP regulations or 
to sell critical properties, depending on local floodplain 
management policies. An analysis of the effect on the Na¬ 
tional Flood Insurance Fund of a policy that would settle 
all critical claims on the basis of constructive total 
loss revealed that the total amount of claims payments 
paid by the Fund would have been only eight percent higher* 
if all historical critical claims had been settled on this 
basis. 

The two options considered in this analysis are insurance 
payments up to damage (current practice) and insurance 
payments up to constructive total loss, i.e. a payment 
level which would enable owners of adequately insured 
structures to comply with NFIP regulations in the typical 
case that the regulations require reconstruction at higher 
elevations. Both options are only relevant to individuals 
and communities if the NFIP changes its present practices 
and, in accordance with established criteria, requires in¬ 
surance at actuarial rates after substantial damage. Under 
this requirement, repair in violation of NFIP regulations 
would be strongly discouraged. As a result, the first 
option (insurance payments up to damage) would be clearly 
unacceptable to both individuals and communities. More¬ 
over, this current practice is inconsistent with the NFIP's 
corrective requirements for the repair of substantially 
damaged structures. Conversely, the second option (insur¬ 
ance payments up to constructive total loss) would restore 
such consistency by helping to eliminate a group of prop¬ 
erties which receives about one-fourth of all claims pay¬ 
ments. Finally, the current practice of insurance payments 
up to damage also fails the test of environmental accepta¬ 
bility as it encourages restoring the severely flood damaged 
structures to their pre-damage condition. Consequently, 
it appears most advisable that insurance payments to criti¬ 
cal properties be based on constructive total loss, provi¬ 
ded that such properties cannot be properly restored at 
their original elevation. 

B. THE FEDERAL BUDGET OF SECTION 1362 

AVERAGE COST OF ACQUIRING ELIGIBLE PROPERTIES 

Figure 5 displays - by type of occupancy - the 12 alterna- 

* In 1979 dollars, the Fund would have paid $43 million in 
addition to the $519 million it actually paid for claims. 

A total of $98 million was paid to critical properties. 
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FIGURE 5 

COST OF ACQUIRING A WEIGHTED AVERAGE 
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tive combinations of options resulting from the four con¬ 
siderations outlined above. These combinations of options 
are referred to as "cost scenarios". The Figure also 
shows costs per average critical property estimated at 

1979 levels. Each cost scenario involves two sources of 
payments: the National Flood Insurance Fund, for insurance 
payments, and the 1362 acquisition fund. Each scenario 
further provides for two sub-totals: the total payment to 
the property owner and the total acquisition budget. 

The federal share of the cost of acquiring an average 
critical property under 1362 ranges from $30,000 in the 
most expensive scenario to $8,000 in the least costly one. 
Table 3 summarizes the range by major type of occupancy 
and cost scenario. An analysis of the effects of the four 
major considerations on the average federal acquisition cost 
revealed that relocation expenses under the Uniform Act 
would range from 44% to 57% of total costs. The level of 
insurance payments is the second most significant factor, 
capable of reducing the average Section 1362 budget by 
23% to 40%. A payment to cover the difference between the 
pre-flood market value of the damaged site and a comparable 
site outside of the floodplain would amount to up to 26% 
of the average budget, and cost-sharing would reduce the 
federal share of the acquisition budget by 20%, regardless 
of scenario. 

BUDGET ESTIMATES 

The federal budget for the 1362 program was estimated by 
multiplying the projected average annual incidence of 
critical properties which may be eligible and available 
for 1362 acquisition (Chapter II) by the average federal 
cost of acquiring critical properties, as shown in Figure 9, 
Figure 6 summarizes the budget estimates for Fiscal Year 

1980 to 1985, 1990 and 2,000 for the 12 cost scenarios. 
Again, these projections reflect the assumption that all 
new construction in flood hazard areas will comply with 
NFIP regulations by 1984 and, consequently, a growing 
share of properties in the NFIP will not be subject to 
critical damage. The ranqe of budget estimates, $12 to 
$43 million in Fiscal Year 1980, directly corresponds 

to the range of average acquisition costs by cost scenario. 
For the cost scenario found most promising by this study 
(no relocation payment, land payment on the basis of the 
cost of a suitable site outside of the floodplain, no 
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local cost-sharing requirement and constructive total 
loss insurance payments) the average annual budget for 
acquiring all critical properties which may be eligible 
and available for acquisition is estimated to rise - in 
1979 dollars - from $21 million in Fiscal Year 1981 to 
$27 million in the year 2000. 

Because the actual annual incidence of critical damage will 
fluctuate around the projected average annual incidence, 
the actual budget requirements for the program will ex¬ 
ceed the projections in "wet" years and be lower in "dryer" 
years. In accordance with national data on years with 
catastrophic flood damage, actual budget requirements for 
Section 1362 acquisition may be five times higher than 
the projected averages in years of major flood catastrophies. 

If acquisition authority under Section 1362 (b) is used 
only to supplement the acquisition of flooded property 
under Section 1362 (a), as envisioned by this study, the 
scope of 1362 (b) purchase may be relatively small and 
could be accommodated within the projected average annual 
budget. 

c • NATIONAL economic development costs 

Although Section 1362 is a separate, special program, its 
principal national economic development costs were also 
analyzed. Analogous to the concept of national economic 
development benefits, these costs are calculated regardless 
of to whom they accrue and, consequently, are not affected 
by the consideration of cost-sharing or of the level of 
insurance payments. Again, the recently published manual 
of procedures for national economic development benefit 
ant: cost evaluation served as a guide.* 

The three main national economic development cost cate¬ 
gories applicable to the 1362 program are relocation, land 
and administrative services. Since insurance payments and 
payments for the residual structure value cover the replace¬ 
ment of critically damaged structures "in kind", relocation 
benefits for replacement housing and payments covering the 
difference between the pre-flood market value of the damaged 
site and the cost of a site outside of the floodplain are 
considered as improving the housing condition of occupants 


U.S. Water Resources Council. "Procedures...", op. cit. 
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of critical properties. According to the manual of 
procedures, such costs count as financial costs for broader 
purposes rather than national economic development costs 
strictly related to water resources projects. 

Figure 7 shows these national economic development costs 
by cost scenario as they pertain to the purchase of an 
average critical single-family home. It illustrates that 
the only consideration affecting national economic develop¬ 
ment costs is whether moving expenses are paid. The average 
cost in scenarios with moving expenses is $18,000 and in 
all other scenarios $17,500. Either cost is lower than the 
quantified national economic development benefits discussed 
in Chapter IV. 

Section 1362 is a very cost-effective floodplain acquisition 
program. A major factor is the substantial portion of the 
critical damage already paid for by flood insurance. 






FIGURE 7 

NATIONAL ECONOMIC DEVELOPMENT COST OF ACQUIRING AN AVERAGE 
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VI. EFFECT ON INDIVIDUALS AND COMMUNITIES 


A. IN DIVIDUALS 
BENEFITS 

The main individual beneficiaries of the Section 1362 pro¬ 
gram would be the owners of acquired properties. As noted, 
if Section 1362 had been in effect since 1970, 6,146 prop¬ 
erties would have met the insurance and damage requirements 
for eligibility. In practice, fewer properties would have 
been acquired since some owners would have declined to 
sell and some communities would have declined to accept 
the acquired properties. From 1981 to 2000 the number of 
properties owned by willing sellers is estimated to rise 
from an average of about 1,600 to 2,000 a year. 

The principal benefit of the 1362 program to individual 
property owners would be a payment package enabling them 
to acquire comparable property outside of the floodplain, 
thereby ending the cycle of flood damage and disruption. 

The composition and size of this payment package will de¬ 
pend on the cost scenario chosen for Section 1362 (see 
Chapter IV) as well as the availability of complementary 
programs, chiefly concessional SBA loans. 

Figure 8 illustrates the benefits to the owner of an 
average single-family home, assuming no relocation bene¬ 
fits, a land payment covering the value of a fully serviced 
site outside of the floodplain and an insurance payment 
based on constructive total loss. The amounts shown for 
property value, insurance and 1362 settlement closely re¬ 
flect the national averages for critical single-family 
homes.* In addition, the presentation is based on the 
assumption that the total indebtedness of the average 
critical single-family property does not exceed its market 
value. The following main conclusions can be drawn: 

Even without receiving relocation payments, the owner 
of an average critical single-family home would be 
compensated at 110% to 120% of the damaged property's 
market value before the flood if the land payment is 


See Figure 9-b 
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FIGURE 8 


THE BENEFITS OF SECTION 1362 TO THE OWNER 
OF AN AVERAGE SINGLE-FAMILY HOME 


BEFORE I HE FLOOD 


In the Fall of 1973, Family A Original value of the 

bought a $7,000 lot with a new structure (1973) $20,000 

$20,000 ranch house. 


In the spring of 1979 it would Full replacement val- 

have cost $29,200 to build the ue of the structure 

same house in the same area. (spring, 1979) $29,200 


However, the house had been built Depreciated replace- 
in a floodplain and Family A's ment value, or "cash 

resources had been used to repair value," spring, 1979 $21,600 

damages from a flood in 1977, 
rather than for maintenance and 
improvements. The value of exter¬ 
ior siding, windows, carpeting, 
mechanical systems, and other com¬ 
ponents had depreciated. 


In the spring of 1979, Family A Market value (1979) 
tried to sell the property so that s -^ tG 
they could move to a safer loca¬ 
tion. Because the area was known Structure 
for its flood hazard, it was hard 
to find a buyer. The highest of¬ 
fer was $28,000 ($7,000 for the 
site and $21,000 for the home), 
about two-thirds of the value of 
similar properties outside of the 
floodplain. 


$28,000 

7,000 

21,000 


Family A did not accept this offer Total debt (1979) $25,000 

because it would not have yielded 
enough equity for a downpayment 
on another home. About 907. of the 
proceeds from the sale would have 
been needed to retire the two 
mortgages on the flood-prone prop¬ 
erty. The first was a 1973 $21,600 
mortgage at for 30 years with 

an outstanding principal of $20,400. 
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The second was a 1976 $5,000 SBA 
loan repayable at 1% over 20 years 
with an outstanding balance of 
$4,600. The combined debt in the 
spring of 1979 was $25,000. 

As a condition for obtaining the Face amount of insur- 

SBA loan in 1976, Family A had pur- ance for the home $20,000 

chased flood insurance. The face 

amount of its policy for the home 

was $20,000. 


FOLLOWING THE 1979 FLOOD 


Damage to the home from a severe Flood damage to home 

flood in 1979 would cost $15,300 to (1979) $15,300 

repair. Because this amount was 

larger than half the cash value of 

the structure the property was 

damaged "substantially beyond 

repair." 


Since the face amount of Family Insurance payment for 

A's flood insurance policy was less damage to the home $12,700 

than 80% of full replacement value 

of the home, the insurance payment 

covered only the depreciated value 

of the repairs. 


IF FAMILY A's PROPERIY HAD BEEN ACQUIRED UNDER SECTION 1362 IT 
WOULD HAVE RECEIVED 

(Assumptions based on Figure 5, cost scenario 6) 


The insurance payment would have 
been based on the assumption of 
a total loss. 


Purchase price of the structure 


Purchase price of the land 


Total 


Insurance face amount or 
structure cash value, 
whichever is less, 
minus $200 $19,800 

Any excess of cash 
value over insurance 
payment $1,900 

Value of a suitable, 
fully serviced re¬ 
placement site $10,500 

$32,200 
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Equity 


$7,200 


Deducting the outstanding prin¬ 
cipal of $25,000 for the two mort¬ 
gages from this payment Family A 
would have an equity of $7,200 
for a downpayment on a new home. 

If Family A had been insured at 
the recommended level of at 
least 80% of full replacement 
value its equity might be sig¬ 
nificantly larger. For example, 
if the face amount cf its in¬ 
surance policy had been $29,000 
the total payment for the dam¬ 
aged structure would have been 
$28,800 and the amount avail¬ 
able for a new home would have 
almost doubled. 

If relocation benefits under the 
Uniform Act are paid in connection 
with Section 1362, Family A would 
have received an additional 
$12,800 for moving expenses and 
for the difference in value be¬ 
tween a comparable home outside 
the floodplain and the purchase 
price of their property, plus 
insurance payment for the 
flooded property. In turn, the 
purchase price of the land would 
have been reduced to its market 
value of $7,000, rather than the 
value of a new flood-free site 
($10,500). In sum, Family A's 
equity would have increased by 
$9,300 to $16,500. At the same 
time, Family A would have had less 
incentive to seek higher insurance 
coverage since the total amount 
received would be independent of 
the insurance policy's face value 
as long as the relocation payment 
for replacement housing did not 
exceed $15,000. 


Equity if face $14,300 

value of policy 
was $29,000 


Equity if relo- $16,500 

cation benefits 
under Uniform 
Act are paid 


Given current interest rates, 
if Family A were to relocate 
from the floodplain it would 
require, in addition to a prop¬ 
erty settlement under Section 
1362, concessional SBA mort¬ 
gage financing. Such financing 
is presently available for a 
primary residence at 5' inter¬ 
est, repayable over up to 30 
years, with no downpayment . 
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based on the cost of a comparable site outside of the 
floodplain. Assuming that the outstanding principal 
on any mortgages does not exceed the market value of 
the damaged property before the flood owners will re¬ 
tain sufficient equity to purchase a new home after 
retiring prior mortgage loans. 

Most importantly, the owner of an average single¬ 
family home could double the net proceeds from the 
sale if the flooded property was insured up to full 
replacement value. In this case, total benefits 
without relocation payments would almost equal total 
benefits with relocation payments under the Uniform 
Act. In other words, under Section 1362 owners of single¬ 
family homes have the option of insuring themselves - 
within maximum coverage limits - against the cost of 
relocating from the floodplain after critical damage. 

If Section 1362 is implemented without relocation pay¬ 
ments under the Uniform Act is could become an incen¬ 
tive for owners to seek maximum effective coverage. 

On the other hand, if relocation benefits under the 
Uniform Act are paid most owners of critical properties 
could expect equivalent benefits as a result of public 
purchase, regardless of insurance coverage. Thus, 
relocation payments could have the adverse effect of 
discouraging owners from seeking the highest effective 
insurance coverage. 

Regardless of whether relocation benefits are paid, most 
owners of critical properties will only be able to enjoy 
the benefits of Section 1362 and obtain a replacement site 
if they can obtain a long-term loan. Given current inte¬ 
rest rates and the scarcity of mortgage money, the SBA dis¬ 
aster loan program appears to be an almost indispensable 
complementary ingredient of a successful 1362 program. 

Owners of flood damaged property who are unable to obtain 
a permit for repair or reconstruction may qualify for 
SBA disaster loans up to the full cost of a comparable 
replacement property outside of the floodplain for a term 
up to 30 years at a current interest rate of 5? for primary 
residences and for second homes. 

Use of SBA loans together with Section 1362 could have 
several important advantages. To date, the SBA has not 
issued regulations under Executive Order 11988, Floodplain 
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Management, because it has been unable to determine compli¬ 
ance with technical floodplain management requirements such 
as base flood elevations. The FIA, on the other hand, is 
the principal federal agency responsible for defining and 
enforcing these requirements. In a joint hazard mitigation 
effort FIA could identify properties eligible under Section 
1362 and provide funds for acquisition, as well as deline¬ 
ate areas outside of the floodplain suitable for replace¬ 
ment properties. SBA, on the other hand, could provide wil¬ 
ling sellers with low-interest loans to buy replacement 
properties in areas acceptable to FIA. Recent hazard miti¬ 
gation efforts in Mississippi and Texas have emphasized 
that floodplain relocation projects in the immediate after- 
math of floods depend on very close coordination between 
FIA, SBA and other federal and state agencies. Renters of 
critical properties would benefit from Section 1362 by being 
compelled to move out of areas of high flood risk. Under 
the cost scenario considered by this study to be most con¬ 
sistent with the NFIP, Section 1362 would not provide re¬ 
location payments. If the program is implemented in ac¬ 
cordance with this finding renters will not receive rental 
assistance and moving expense payments under the Uniform 
Act. However, other federal programs used in tandem with 
Section 1362 could help renters move out of dangerous 
areas. In Presidentially declared disasters renters needing 
assistance may qualify for Individual and Family Grant As¬ 
sistance, as well as temporary housing. Renters may also 
be eligible for SBA disaster loan assistance. 

COSTS 

Owners and renters of acquired properties are likely to 
incur some costs that are not covered by the net proceeds 
from insurance and Section 1362. For example, as noted, 
payment of moving expenses and other relocation costs may 
be inconsistent with the NFIP and, therefore, unavailable 
under Section 1362. However, moving expenses are likely to 
be low because of severe flood damage to personal property. 
Also, the additional cost of a comparable home outside 
of the floodplain may be financed with a low interest SBA 
loan. 

The Section 1362 program could also impose some indirect 
costs on the owners of unacquired properties near sites 
purchased under the program. For example, if acquisition 
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caused the population of a floodprone neighborhood to 
decline, municipal services to the remaining residents 
might be reduced. 

Also, acquisition of scattered properties under 1362 
might stimulate states or localities to acquire adjoining 
properties. (As noted, some communities are likely to 
"package" 1362 acquisition with other federal programs - 
or with their own funds - in order to attain manageable 
reuse sites.) Although 1362 acquisition requires volun¬ 
tary sale, other programs may permit condemnation. Thus, 
even though 1362 is itself a voluntary program, its appli¬ 
cation could stimulate involuntary acquisition under other 
programs. 

COMMUNITIES 

BENEFITS 

As noted, 1,139 communities had critical properties that 
would have qualified for Section 1362 acquisition from 
1970 through June, 1979. Only 104 of these communities 
had as many as 10 properties suffering critical damage 
from a single flood. The number of communities with 10 
or more critical properties in one year was even smaller. 

As some communities with critical properties might have 
declined to participate in a 1362 program, fewer than 
1,139 communities would have obtained severely flood- 
prone properties during the 1970-1979 period. Assuming 
an average of 5.5 critical properties per community, the 
average number of communities with properties qualifying 
for 1362 acquisition is estimated to rise from about 290 
in 1981 to 360 in the year 2000. These communities will 
benefit directly from Section 1362. However, the communal 
benefits of Section 1362 will not be limited to the relative 
ly small number of jurisdictions qualifying for acquisition. 
Certain benefits will accrue to all communities in the 
flood insurance program. 


Benefits to All Communities in the NFIP 


Communities participating in the NFIP must enact and en¬ 
force floodplain management regulations meeting minimum 
federal standards. The two main purposes of these regu¬ 
lations are to prevent new, unwise development in the 
floodplain and to correct the rebuilding of existing de¬ 
velopment that is substantially damaged by flooding. 

As noted, communities have rarely enforced corrective 
regulations because the NFIP, as implemented in the past. 
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only paid to repair damaged, insured properties to their 
previous conditions rather than for reconstruction out¬ 
side of the floodplain. 

With implementation of Section 1362 (and the recently in¬ 
troduced policy of settling certain claims on the basis 
of constructive total loss) communities will be able to 
enforce the corrective regulations without fear of causing 
hardships. Owners of substantially damaged structures 
who choose not to accept an offer to sell for a fair price 
under Section 1362 would no longer have the option of 
making repairs at variance with floodplain management 
regulations. If a community chose not to accept 1362 
and permitted owners of substantially damaged structures 
to rebuild at variance with floodplain management regu¬ 
lations, the NFIP could charge actuarial insurance rates, 
thereby terminating the public subsidy for flood insurance 
to such properties. 


Benefits to Communities Directly Participating in an 
Acquisition Program 


Communities with critical properties choosing to partici¬ 
pate in a Section 1362 acquisition program can be expected 
to gain a broad range of local benefits in addition to the 
general benefits outlined above. Chief among them are the 
environmental benefits discussed in Chapter IV. Other di¬ 
rect benefits will be derived from the reuse of properties 
acquired under Section 1362. In some cases the new use 
will create a new amenity enhancing the life of the commu¬ 
nity; in other cases a reuse project might help restore 
original conditions, such as dunes and wetlands, thereby 
reducing damages to remaining development in the floodplain 
fringe. 

Depending on local conditions, different types of amenities 
could be planned on land acquired under Section 1362. In 
one case study community acquired sites could have improved 
access to public beaches. In another community critical 
properties along a river could have been reused for a park 
with trails and picnic areas. A third community envisioned 
reuse for active recreation and a fourth small vest pocket 
parks. 
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A most important additional benefit to participating com¬ 
munities is that in many instances Section 1362 might exert 
a leveraging effect on local non-structural floodplain 
management efforts. As noted, most communities will have 
only a few critical properties; moreover, these properties 
will tend to be scattered. Therefore, in most instances 
Section 1362 will only help communities in the first step 
of non-structural floodplain management through property 
acquisition by enabling them to purchase some severely 
damaged properties. Additional steps, such as acquisition 
of the other properties needed for a meaningful reuse 
project and paying for reuse improvements, will have to 
come later. In many cases, these additional steps will 
require other federal or state programs. Without a start 
under Section 1362 some communities may never seek these 
resources. Initiating a floodplain acquisition project 
through Section 1362 could help develop the necessary 
local support for this approach to non-structural flood- 
plain management. 

Upstream/Downstream Communities 

A 1362 acquisition project might also yield benefits to 
neighboring communities. For example, the removal of 
floodway obstructions could reduce flood losses in upstream 
areas and the reduction of run-off would benefit downstream 
communities. Other benefits to surrounding communities 
might include access to additional open space in the region. 

COSTS 

Communities participating in the 1362 program would incur 
some direct costs for which the federal government would 
not reimburse them. Specifically, participating localities 
would probably have to pay for local administration, demo¬ 
lition, site clearance and property management following 
acquisition and transfer. 

Communities that combine Section 1362 with other federal 
or state programs in order to acquire properties that are 
not eligible under Section 1362 are likely to incur addi¬ 
tional direct costs. In some cases, however, communities 
may be able to shift part of their 1362 costs to the 
other programs. 
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An often feared indirect local cost of a floodplain acqui¬ 
sition program is the reduction of the community's tax 
base. This fear, however, appears to have little basis 
in fact. In the four case study communities 1362 acqui¬ 
sition would have had a beneficial effect on local revenues 
because the value of the replacement properties that would 
have been added to the tax base was significantly higher 
than the value of the damaged properties. Moreover, in¬ 
creases in the value of other properties would have more 
than offset the loss of taxes from the 1362 acquired prop¬ 
erties converted to public ownership. For example, prop¬ 
erties adjacent to newly created open space under Section 
1362 can be expected to increase in value. 

Furthermore, communities often grant tax abatement to 
owners of flood damaged property. A recent study of flood 
hazard mitigation in Mississippi found the tax abatements 
granted to owners of damaged properties in one city reduced 
local revenues by three percent, while the replacement of 
42 structures in the floodway by new homes in flood-free 
areas would have increased the tax base and local revenues.* 

Public officials in the four case study communities ex¬ 
pressed support for a federal program such as Section 1362 
and believed that the local benefits of such a program 
would outweigh local costs, provided that the federal 
government would not require local cost-sharing of acqui¬ 
sition costs. At least two of the four communities would 
not have been able to accept the program if they had to 
pay part of the costs. 


Sheaffer & Roland, 1979, op. cit, , p. 9 
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VI, THE ADMINISTRATION OF THE 1362 PROGRAM 


Previous parts of this report identified several major consi¬ 
derations affecting the cost and the scope of implementing 
the Section 1362 program. This chapter discusses several 
additional factors, mainly administrative, that need to be 
considered in implementing Section 1362 and also presents a 
preliminary program scenario for Section 1362 embodying the 
findings of the study. 


A. SOME ADMINISTRATIVE FACTORS TO BE CONSIDERED IN IMPLEMENTING 
SECTION 1362 

DEFINITIONS 

The efficacy and administrative ease of the 1362 program 
will in part depend on clear and unambiguous definitions 
of some key concepts. 


Concept of Property Value for Determining Critical Damage 
and Eligibility for Acquisition Under Section 1362 

Current NFIP regulations define the threshold for substan¬ 
tial improvements in terms of structure market value. This 
reference to market value is disconnected from the normal 
procedures of the NFIP. Consistent with general property 
insurance practices NFIP adjusters use the depreciated re¬ 
placement value or cash value of damaged structures in 
settling insurance claims. As noted, the depreciated re¬ 
placement value of a structure should equal its market 
value. The market value of land should account for all 
locational factors affecting value. In practice, however, 
the two types of estimates may yield different results, 
particularly in economically depressed areas.* 


* Depreciated replacement value is one method used for apprai¬ 
sing the market value of real estate. Theoretically, this 
! method should be compatible with market values based upon 

other appraisal methods. 

The difference in practice results largely from a difference 
in purpose: if depreciated replacement value is estimated for 
insurance purposes, land value is generally ignored. Thus, 
the effect of depressed land values on the value of improve¬ 
ments is not reflected in the estimate. Market value apprai¬ 
sals, on the other hand, are made for a broad range of purposes 
and must deal with land and improvements together, reflecting 
all significant locational attributes. 
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The community case studies showed that the cash value of 
affected structures tended to be higher than market value, 
ranging from 100% to 133%. The overall average ratio of 
cash value to market value was 117% and, inversely, of 
market value to cash value 85%. 

If these relationships are typical of all critical prop¬ 
erties the nationwide scope of properties eligible for 
acquisition would be greater than if cash value and market 
value were identical, as was assumed for the purposes of 
national data analysis in this study. The analysis of 
historical claims data showed that there would have been 
about 30% more critical policies - a total of 8,075 - be¬ 
tween January 1970 and June 1979 if the value of structures 
had been defined as 85% of cash value, rather than full 
cash value. However, it is possible that the relationships 
between cash value and market value of critical properties 
in the case study communities are not typical because of 
the unusually high frequency of severe flooding in some of 
these communities in recent years. 

Thus, if eligibility for Section 1362 was based strictly 
on market value it would have been impossible to determine 
how many properties would have qualified for acquisition 
in the past. Moreover, to determine eligibility once the 
program is implemented the pre-flood ma.-ket value of prop¬ 
erties with damage likely to exceed a critical threshold 
would have to be appraised. Such appraisals would be 
time-consuming, cumbersome and costly, particularly in con¬ 
nection with repetitively damaged structures. 

On the other hand, if cash value is used to determine cri¬ 
tical damage and eligibility under Section 1362 critical 
properties can be immediately identified during the claims 
adjustment process, without additional costly and protrac¬ 
ted steps. Since the available evidence suggests that 
cash value tends to be higher, this approach will probably 
exclude some borderline cases from the enforcement of 
substantial improvement regulations as well as from Section 
1362 acquisition. 

This study considered cash value rather than market value 
more practical and promising for determining critical damage 
and eligibility for Section 1362. If this conclusion is 
applied market value appraisals are only necessary to de¬ 
termine the acquisition price of critical properties. In 
most cases, such appraisals could be limited to the land. 




Consistency 

r of Flood Damage Criteria Used for Jude 

finq 

Substantia] 

. Improvements and Section 1362 Eligibi? 

ity 


This report stresses the close bond between Section 1362 
acquisition and the NFIP's requirements governing the re¬ 
construction of substantially flood damaged structures. 

Partly because the necessary incentives for compliance have 
been lacking, these requirements have been regularly ig¬ 
nored by communities, individual owners, insurance adjusters 
and agents. 

This evaluation of alternative means for implementing Sec¬ 
tion 1362 coincides with FIA's review of the NFIP's sub¬ 
stantial improvement regulations. Any revision of these 
regulations should be coordinated with the regulations 
for a 1362 program. 

This study assumed that the Section 1362 eligibility cri¬ 
terion of "damaged substantially beyond repair" is identi¬ 
cal with the criterion for flood damage requiring substan¬ 
tial improvements, as defined by NFIP regulations. Since 
current substantial improvement regulations do not apply 
to properties with repetitive flood damage meeting the 
eligibility criteria under Section 1362 (a), the question 
arises if the substantial improvement regulations should 
be revised to include these criteria in order to equalize 
the eligibility threshold for substantial improvements and 
Section 1362. 

If the revised regulations for substantial improvements 
include the same criteria for critical damage (both single 
and repetitive events) as Section 1362, owners of repeti¬ 
tively damaged critical structures would have the same in¬ 
centives to repair their property in conformity with NFIP 
regulations, or sell under Section 1362, as owners of 
structures critically damaged by a single flood. As a re¬ 
sult, the crucial linkage between NFIP requirements and incen¬ 
tives would be reinforced. Consequently, this alternative 
would strengthen the consistency of Section 1362 within 
its national policy context. On the other hand, a legal 
ruling may be required since structures with a damage-to- 
value ratio of less than 50% would be subject to the sub¬ 
stantial improvement regulations. Conversely, since the 
regulations for substantial improvements only include a 
criterion for single-event damage the vital link between 
Section 1362 and the NFIP's floodplain management regula¬ 
tions seems incomplete. 
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This study finds it advisable to consider revision of the 
substantial improvement regulations so as to include the 
same damage criteria as Section 1362 (a). 

Definition of "Flood Risk Area" 


Because of the likelihood that the flood risk area will in¬ 
clude all properties whose acquisition is sensible from a 
floodplain management viewpoint, and because of its admini¬ 
strative simplicity, it is advisable that this area be de¬ 
fined as the special flood hazard area determined by the 
NFIP. 

ACQUISITION OF SCATTERED SITES 

As shown in Chapter III critical properties generally are 
widely distributed. Ninety percent of all communities with 
critical policies had less than ten properties. Two-thirds 
of all communities had only one or two*. Furthermore, even 
when there are a significant number of critical properties 
in a community they tend to be scattered over the flood 
hazard area. Even in the most severely flood-stricken area 
investigated for this study, insured, critically damaged 
properties were widely scattered. Even if all uninsured 
critically damaged properties were included, less than half 
the structures in this area - some isolated and some in 
small clusters - would qualify for 1362 acquisition. Ac¬ 
quired parcels would remain interspersed with properties 
ineligible for acquisition under Section 1362, either be¬ 
cause they suffered non-critical damage or because they 
are vacant.** 

Some of the problems of acquiring scattered properties in¬ 
clude : 

(1) it may not be possible to find an acceptable reuse for 
scattered properties; 

(2) there may be pressure on the community to permit unwise 
uses of scattered properties; 


* With growing enrollment in the NFIP the incidence of critical 
properties per community will rise. However, the uneven 
distribution of critical properties by community will not 
necessarily change. One can expect that there will always be 
many communities with few critical claims and some with a 
relatively large number. 

** In the case of this subdivision, all properties were developed. 
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(3) community maintenance of scattered properties is 

more difficult and costly than for contiguous properties; 
and 

(4) infrastructure will need to be maintained for occupied 
properties interspersed with acquired, properties 

A radical solution to the scattered site problem would be to 
prevent, by regulation, 1362 funds from beinq used to ac¬ 
quire properties that cannot be consolidated into a minimum 
manageable site. State and local agencies would only be 
permitted to acquire sites of a manageable size. Based on 
the case study findings and other considerations listed 
herein this approach would make the program infeasible. 

The essence of 1362 as now authorized makes the acquisition 
of scattered properties unavoidable, at least in the in¬ 
terim, until complementary acquisition measures are available. 

Rather than erecting safeguards against scattered-site ac¬ 
quisition, an alternative approach would be to capitalize 
on the potential advantages of this unavoidable eventuality. 
Among the paramount benefits of scattered-site acquisition 
are: 

(1) using the acquisition of scattered properties as a 
catalyst for purchasing additional properties under 
other local, state or federal programs; 

(2) removing scattered nonconforming uses from the floodway 
in order to encourage enforcement of regulations in 
other flood prone locations; 

(3) providing public access to waterfront areas, especially 
in coastal communities; and 

(4) creating "vest-pocket" parks. 

Within the framework of the existing statute it appears 
most advisable that a Section 1362 program take advantage 
of scattered-site acquisition. The program might be most 
successful if it is implemented as the "first step" of more 
comprehensive non-structural floodplain management efforts 
in affected communities. 
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MOBILE HOMES 


Mobile homes have accounted for six percent of all critical 
properties. More significantly, almost one-third of all 
claims for structure damage sustained by mobile homes were 
critical. As mobile homes account for a growing share of 
the nation's housing inventory their share of critical prop¬ 
erties may become more significant. 

Mobile homes often have unique land use arrangements. The 
Manufactured Housing Institute, the t r v '< ■ association of 
the mobile home industry, estimates that 45' of all mobile 
homes are located on individual lots an i the rest in mobile 
home communities. When home and site ownership are com¬ 
bined the application of Section 1362 would be the same as 
for any other one-family dwelling. However, combined 
home/lot ownership cannot be assumed with mobile homes, 
even for units on individual sites. With the exception of 
some recent mobile home subdivisions and planned develop¬ 
ments, most units in mobile home communities are installed 
on rented land. In such cases using Section 1362 to ac¬ 
quire only the home would be meaningless. 

This study concluded that it would be advisable to apply 
Section 1362 to mobile homes only when the home and the 
site are owned by the same party. 

PLANNING, ACQUISITION AND REUSE 

The study examined certain key questions relating to plan¬ 
ning for a 1362 project, the acquisition process and reuse 
requirements. 

Encouragement of Advance Planning for Flooded Property 
Acquisition 


Planning before a flood for property acquisition is desi¬ 
rable for several reasons. It can help expedite the acqui¬ 
sition process, increase the likelihood of sound decisions, 
identify ways of meeting multiple objectives by combining 
1362 with other acquisition programs and also help articu¬ 
late and embody community development goals. 
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Specifically, advance planning for acquisition could help 
to: 

(1) identify properties whose acquisition is desirable, 
from the perspectives of floodplain management and 
multiple use as well as to promote community flood- 
plain management, recreation, housing and other ob¬ 
jectives; 

(2) identify complementary programs that can be used to 
purchase properties that are ineligible for 1362 
acquisition; 

(3) assign post-disaster responsibilities to local, state 
and federal agencies; 

(4) identify the appropriate reuse of acquired properties; 

(5) identify relocation measures; and 

(6) establish a local institutional capacity for floodplain 
acquisition. 

Advance planning for acquisition could occur as part of 
functional plans, such as for parks and recreation. Pre¬ 
flood planning for acquisition is common in such plans, 
although floodplain management often receives insufficient 
attention. It could also occur as part of flood damage 
reduction planning by local, state or federal agencies. 
Thus, the TVA has had considerable experience with plan¬ 
ning for acquisition and the Corps of Engineers has also 
had some experience under Section 73 of the Water Resources 
Development Act of 1974. Advance planning could take 
place as part of local community plans. Although prepared 
by many local governments, community plans rarely provide 
for acquisition of developed flood prone areas, perhaps 
because funds have not been available. 

The federal government, through requirements as well as 
modest amounts of technical assistance, provides some en¬ 
couragement for planning that could be used to guide the 
acquisition of flood prone property. 






Funds for functional planning that may include acquisition 
of flood prone areas and structures are available under a 
variety of federal programs, of which the mainstay is the 
Land and Water Conservation Fund (LAWCON). Others include 
HUD's Section 701 comprehensive planning program, Community 
Development Block Grants and Fish and Wildlife Service pro¬ 
grams. Technical assistance in planning is provided by 
the Corps of Engineers through its floodplain management 
services, which are subject to a variety of restrictions. 

FEMA is becoming a major new source of technical assistance 
for floodplain management planning through the FIA's new 
Technical Assistance Division. The Division, which bears 
a major responsibility for FEMA's efforts in hazard miti¬ 
gation, can help communities to: (1) assess the nature, 
causes and extent of their flooding problems; and (2) 
identify the range of possible solutions, (including 
building codes and building design for floodproofing, 
structural flood control measures, land use adjustments, 
subdivision and zoning regulations and temporary or per¬ 
manent relocation measures), which may be appropriate for 
specific flooding problems. 

The creation of the Technical Assistance Division is an 
important new opportunity for encouraging and assisting 
communities in integrating hazard mitigation with local 
planning efforts and, specifically, in considering flood- 
plain management as part of functional plans. 

Conceivably, FIA could require advance planning as a condi¬ 
tion of community eligibility for Section 1362. However, 
such a requirement might severely curtail the use of Section 
1362 and foreclose aid to people who might otherwise benefit. 

As a more promising alternative to a pre-planning require¬ 
ment FIA, through its Technical Assistance Division, could 
disseminate information on 1362 in order to encourage its 
use in multi-purpose planning and stimulate planning for 
advance acquisition. Such information could emphasize the 
importance of advance planning in implementing Section 1362 
promptly after flood damage occurs and before it is too 
late to apply the program. This research project found 
that communities with experience in floodplain acquisition 
tend to be convinced of the benefits of advance planning. 
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R esponsibility for Conducting the Actual Property Acquisition , 
Including Appraisals, Title Searches and Negotiations with 
Owners " ~ 

Perhaps FIA could take responsibility for these tasks, 
either by assembling its own staff of real estate profes¬ 
sionals, contracting with local appraisers and law firms 
or negotiating interagency agreements with federal agencies 
experienced in real estate. 

Ho t i r, the case studies and community profiles under this 

re rch project suggest that it is desirable to have 

local government perform as much of the work as possible, 
with federal post-flood involvement limited to providing 
technical assistance and reviewing and approving appraisals 
and t tie searches. For example, in Clinchport, Virginia, 
the IjA contracted the administration of all phases of a 
flooded property purchase program. TVA officials attribute 
the project's success to the lead role played by the local 
agency and have used the same procedure in similar acquisi¬ 
tion programs in Big Stone Gap and Fort Blackmore, Virginia. 
Also, in Tulsa, Oklahoma, the Urban Renewal Agency has al¬ 
ready undertaken one project that removed damaged struc¬ 
tures from the floodplain. Local officials agree that any 
1362 program would logically be handled by this agency. 

The case studies indicate that even small towns may be 
capable of acquiring properties in a timely and efficient 
manner. However, many small towns may need extensive 
technical assistance to start an acquisition project. 

Since speed is highly desirable it may be prudent for 
federal employees or contractors to conduct the acqui¬ 
sition rather than simply provide technical assistance to 
local government. 

Therefore, it appears most advisable that, to the extent 
feasible, local government should conduct the property 
acquisition. However, regulations should be flexible enough 
so that FIA can assume responsibility when necessary. 

Initial Title 

Literally interpreted, Section 1362 envisions the federal 
government taking title and subsequently transferring the 


property to a state or local agency. As an alternative, 
direct state or local acquisition might be construed as 
consistent with the intent of the statute or the statute 
might be amended to permit direct acquisition by non- 
federal agencies. 

There are precedents for each of these approaches under 
other programs. Proposed COE policy* and the plan for 
acquisition of flooded properties in Baytown, Texas,** 
require federal acquisi :ion of all properties, followed by 
transfer of the acquired property to participating localities. 
TVA practices and LAWCON policy provide for direct local 
acquisition under federal and/or state supervision. For 
example, a COE project in Prairie du Chien, Wisconsin, 
planned prior to the new COE policy, provides for direct 
local acquisition in accordance with federal guidelines 
and with federal reimbursement. 

In evaluating the two approaches, administrative ease 
(including both the costs of processing and transfer), cost 
and speed must be considered. A direct local acquisition 
will also entail federal administrative costs, the differ¬ 
ence in administrative and overall costs between the two 
approaches should not be overestimated. 

Generally, and to the extent permitted by law, direct local 
(or state) acquisition appears more promising, although 
federal acquisition should be possible when FIA officials in 
the field believe it is preferable, for example, if a com¬ 
munity lacked the legal authority to acouire certain property 
or if the local staff did not have the time to perform (or 
even contract out) the acquisition. In some cases federal 
acquisition might facilitate preferred reuse restrictions. 
Since it is unlikely that FIA will be able to anticipate the 
variety of situations that will arise acquisition regula¬ 
tions should be flexible. 

Lease or Conveyance to State or Local Agencies, if the 
Federal Government Takes Initial Title 

Leasing, under continuing federal ownership, would impost 
administrative burdens for which there is no apparent com¬ 
pensation, except perhaps when federal ownership would per¬ 
mit more effective reuse restrictions for particularly vul¬ 
nerable properties. Most important, officials in case 
study communities strongly prefe rred local ownership. 

Federal Register, Vol. 44, No. 104, p. 30892-30895, May 29, 1979 

Final Environmental Statement, Burnett, Crystal, and Scott 
Bays Baytown, Texas , Office of the Chief Engineers, Dept, of 
the Army, Sept. 1976 
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Since communities will be responsible for managing the ac¬ 
quired property they can be expected to want to own it. 

This is especially true of acquisition projects in which 
nearby properties acquired under other programs will be 
owned by state or local agencies. Thus, in one case study 
community municipal officials want the title to any property 
which they would be responsible for managing. In another, 
officials said that they found long-term leases unfamiliar 
and unacceptable. 

Therefore, it appears most advisable that the ownership of 
properties acquired under Section 1362 be conveyed to state 
or local agencies. 

Reuses of Property Purchased under Section 1362 


Section 1362 required that property purchased under its 
authority must "be used for such purposes as the Secretary 
may, by regulation, determine to be consistent with sound 
land management and use in such area." Three approaches 
for meeting this requirement can be advanced: (1) any use 
meeting FIA's minimum floodplain management regulations 
would be permitted, (2) more stringent floodplain manage¬ 
ment standards would be applied to the reuse of publicly 
purchased property or (3) reuse would be restricted to 
preponderantly open space. 

Executive Order 11988 requires federal agencies to "minimize 
the impact of floods on human safety, health and welfare". 

For some federal programs it may not be practicable to guide 
all development away from floodplains. For a Section 1362 
acquisition program, however, no compromise with hazard re¬ 
duction objectives appears necessary. The reduction of 
flood hazards can be accomplished in some cases by strict 
development standards, although the difficulty of applying 
them is greater when compared to that of applying and moni¬ 
toring open space restrictions. The case studies and commu¬ 
nity profiles suggest that the acceptability of preponderant¬ 
ly open space restrictions could be a positive element in a 
program of property acquisition. In all four case studies 
public officials were willing to limit the reuse of the ac¬ 
quired land to open space. Seven of eight profiles of com¬ 
munities with acquisitienprograms found open space restric¬ 
tions acceptable to local officials. 


The eighth - Hilo, Hawaii - was an urban renewal program 
allowing elevated redevelopment in the fringes of the 
hazard area, but retaining open space in the high-risk area. 
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There are two approaches to defining reuse that is ac¬ 
ceptable. Either the administrative procedures for Sec¬ 
tion 1362 could provide a general definition and require 
submission of a plan specifying the intended reuse for FIA 
approval,.or the procedures could enumerate a list of ac¬ 
ceptable reuses. Open space definitions should satisfy the 
spirit of the Executive Order on floodplains and not be 
difficult to administer. Several federal agencies with 
acquisition programs define acceptable uses by a combination 
of general definitions, examples of acceptable uses and a 
requirement for federal approval of plans. 

The Corps of Engineers has used the following wording in 
describing the permitted use of acquired property in Bay- 
town Texas: "Management of the vacated lands will include... 
green belts, wildlife areas, nature walks, and other uses 
consistent with the high flooding potential of the area."* 

In Prairie du Chien, Wisconsin, the same agency relied on 
the following phrases: "...manage the floodplain in accor¬ 
dance with regulations that...are acceptable to the Secre¬ 
tary of the Army". 

The Department of Interior's Outdoor Recreation Grant-in-Aid 
Manual includes an extensive but not exhaustive list of the 
types of elidible uses. An inclusive list of acceptable 
uses is commonly found in local zoning ordinances. Given 
the variety of local situations it would be unwise to enu¬ 
merate all acceptable reuse options. 

Mechanism for Imposing Restrictions on Reuse 

Two situations, each requiring separate consideration, may 
arise. In the first. Section 1362 is the sole source of 
funds for acquisition and there are restrictions on the 
reuse of the acquired properties. In the second, 1362 is 
combined with other programs that have their own restric¬ 
tions on reuse. 

Where 1362 is the only source of acquisition funds a number 
of options can be employed to restrict the reuse of acquired 
properties. Under one option, participating localities could 
acquire the property and enter into a contractual agreement 
with FIA. Two related programs that use contractual agree¬ 
ments could serve as models. When purchasing property with 
funds from the Land and Water Conservation Fund (LAWCON) 
localities enter into an agreement to retain it in public 
ownership and to use it only for the purposes specified in 
the funding application. Secondly, localities participating 
in flooded property purchase projects funded by the Tennessee 

Final Environmental Statement, Burnett, Crystal, and Scott 
Bays and Vicinity , Baytown, Texas, Office of the Chief of 
Engineers, Dept, of the Army, Sept. 1976 
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Valley Authority (TVA) agree to use the acquired property 
in compliance with sound floodplain management practices 
and to obtain approval from TVA before conveying the prop¬ 
erty. 

Under a second option, FIA would acquire the property and 
convey it to a state or local agency, but provide for re¬ 
version in the event of misuse. According to a recently 
proposed rule*, this strategy will be used by the Corps 
when acquisition is part of a nonstructural flood damage 
reduction project. The Corps planned to use this mechanism 
for its Baytown, Texas acquisition project.** 

Under a third option, FIA could acquire the property and 
convey it to a state or local agency, but retain a flowage 
easement. Alternatively, a state or local agency could 
acquire the property and convey a flowage easement to FIA. 

In Prairie du Chien, Wisconsin the town will acquire property 
within a Corps sponsored acquisition project and then convey 
flowage easements to the Corps. 

Under a fourth option, FIA would acquire the property and 
retain ownership, leasing it to state or local agencies. 

As a precedent, the Forest Service leases property for a 
variety of purposes. 

Three criteria are paramount in evaluating these options. 

The first is simplicity of acquisition. For administrative 
reasons, measures that do not require federal acquisition, 
but rather permit direct acquisition by state or local 
agencies are preferable. From this standpoint, a federal- 
local contract is preferable as it does not require federal 
acquisition. 

The second criterion is the effectiveness of the restriction. 
The four mechanisms are not equally effective in restricting 
future uses. Careful judgement will be required to balance 
the benefits of extra protection against the difficulty and 
cost of imposing it. This judgement could be made either on 
a program or case-by-case basis. From the standpoint of 
effectiveness leases may be preferable. However, they are 
generally unacceptable to local government and impose admin¬ 
istrative burdens on the federal government. Apart from 
leases, the principal differences in effectiveness among 
the other three measures are most likely to come into play 


* Federal Register, Vol. 44, No. 104, pp. 30892, May 29, 1979 

** F inal Environmental Statement, Burnett, Crystal, and Scott 
Bays, Texas , Office of the Chief of Engineers, Dept, of the 
Army, September 1976 
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when the local government wants to transfer the acquired 
property to a third party. In that event, federal rights 
may be greater under a reversion or easement provision than 
under a mere contract. There are compensating problems, 
however. The complexities of state property law could 
invalidate the apparent additional protections offered by 
easements and revisions or require substantial legal ef¬ 
fort to validate them, with the possibility of different 
conveyancing language being needed in each state. In any 
event, enforcement proceedings are likely to be cumbersome. 
Other techniques, notably disqualifying communities from 
further participation in the NIFP, may lessen the reliance 
on enforcing contractual or property rights. 

The final criterion is avoidance of excessive restrictions. 

If conditions change (e.g. as a result of constructing a 
dam upstream), the original reasons for the open space re¬ 
strictions may be negated. In such situations it should 
be possible to relax the restrictions. Requiring property 
to remain in public ownership could itself be an excessive 
restriction. However, in open space acquisition projects 
sponsored by other federal agencies perpetual public owner¬ 
ship does not seem to have been regarded as excessive. If 
local governments leased acquired property to private par¬ 
ties for open space uses it would presumably be consistent 
with the purposes of Section 1362. 

Evaluating the four options against these three criteria, 
it appears most advisable that FIA impose contractual re¬ 
strictions similar to those used by LAWCON and TVA. They 
would be imposed by means of a federal-local contract obli¬ 
gating the locality to keep the property in public ownership 
and retain it in a specified use. FIA regulations should 
retain the option, however, of imposing other types of 
restrictions where warranted. 

For the administrative convenience of both the community 
and FEMA it will be desirable to avoid a checkerboard 
pattern of restrictions on contiguous properties when 1362 
is combined with other programs. In these packaged projects, 
FIA should try to "borrow" the restrictions imposed on the 
contiguous property, if they also meet the needs of Section 
1362. Thus, the agency regulating adjacent properties would 
also restrict the use of properties acquired under Section 
1362. There are some limitations on the extent to which 
restrictions can be borrowed from other programs. For one, 
the restrictions will need to meet FIA's interpretation of 
all applicable legal requirements. Section 1362 and the 
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Executive Order. Moreover, the other agency must be willinq 
to accept responsibility for imposing its restrictions on 
1362 acquired properties and there must be no legal impedi¬ 
ment. 

This approach could be implemented through regulations, in¬ 
teragency agreements, or a Memorandum of Understanding speci¬ 
fying programs whose restrictions are consistent with 1362 
acquired properties. Such packaged acquisition projects may 
proceed chronologically in either of two directions. If 
the non-1362 program was used first, properties acquired 
under 1362 could be subject to the neighboring restrictions. 

If the 1362 acquisition came first, it might shift to the 
neighboring restrictions at a later date. 

Steps to Monitor Compliance with Restrictions on Reuse 

Three approaches deserve consideration: (1) FIA could con¬ 
duct periodic field visits: (2) participating local agencies 
could be required to submit periodic statements in conjunc¬ 
tion with their annual reports to FIA; or (3) states could 
be required to minitor compliance. 

Related programs offer a variety of precedents. The Corps 
visits all projects to monitor compliance with the terms of 
the local cooperation agreement. The focus of this 
inspection is usually the operation and maintenance of 
structural works. There is no evidence that the Corps 
actively monitors compliance with land use restrictions in¬ 
corporated in their local cooperation agreements. 

TVA has reported difficulty in responding to non-compliance 
with their land use agreements with local communities. In 
the outdoor recreation assistance program of LAWCON the state 
is responsible for monitoring compliance with use restric¬ 
tions, an extension of the large role the state plays in 
the other parts of this program. 

The most systematic compliance monitoring program identified 
by this research is conducted by the Department of Interior's 
Water Bank program. Through periodic flights ground cover 
is checked against photographs to ensure that wetlands are 
not drained and planted in violation of Water Bank agreements. 
The public rewards of uncovering non-compliance are great; 
annual payments to property owners for preserving wetlands 
can be stopped immediately. 
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The NFIP's monitoring program might be adapted to monitor 
compliance with Section 1362 restrictions. This program 
includes an annual report and field visits to selected 
communities. Annual report response rates have been roughly 
66%, but the number of visits to communities has been small; 
347 visits in FY 1978 among 16,000 participating communities. 
A recent report by the General Accounting Office (GAO) 
noted deficiencies in this monitoring system, but none of 
them should create problems in monitoring compliance with 
1362 reuse restrictions.* 

It appears most advisable to monitor compliance with 1362 
reuse restrictions by "piggy-backing" on existing NFIP re¬ 
porting and community evaluation procedures. Because the 
number of communities participating in Section 1362 is 
likely to remain relatively small, the additional cost of 
monitoring compliance by giving special attention to annual 
reports from participating communities would be modest. 

Duration of Restrictions 


There are two main options: either restrictions should last 
40 years, the statutory minimum, or they should be perpetual. 

In each case, there could be a provision for relaxing re¬ 
strictions, with the consent of FIA, in the event that con¬ 
ditions change. Although 40 years would be sufficient to 
satisfy the statutory minimum, there is no reason to suppose 
that flood hazards - and the need to protect against them - 
will disappear by then. 

With respect to provisions for changing conditions, it will 
be hard to defend perpetual restrictions if the conditions 
requiring the restrictions no longer exist. Similar federal 
programs restricting the use of floodable or open space 
lands provide for change with the consent of appropriate 
officials. In three of the case studies local officials 
would want to modify the reuse restrictions if conditions 
changed. 

There are some arguments against relaxing restrictions, even 
in the event of changing conditions: incidental benefits 
(such as recreation) may persist and local governments may 
have an incentive to seek structural measures to reduce 
flood damage. These arguments can be considered on a case- 
by-case basis in deciding whether or not to relax restrictions. 


Letter report on NFIP, GAO, March 22, 1979 
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Based on the evidence, it appears most advisable that FIA 
enact perpetual reuse restrictions that provide for appro¬ 
priate revision in the event of changed conditions. 

IMPLEMENTATION 

0 

Section 1362 is a modest but complex program. If implemen¬ 
ted efficiently and expertly its benefits can far outweigh 
its costs. 

To gain the necessary experience for efficient and expert 
use of Section 1362, FIA is currently preparing to test and 
evaluate it during Fiscal Year 1980. The field experience 
gained during this initial implementation period will offer 
the best basis for the extended use of the program. 

B. HOW WOULD THE 1362 PROGRAM WORK? A PROGRAM SCENARIO RE- 
FLECTING THE FINDINGS OF THIS STUDY . 

r ■ 

This concluding section of the report presents a scenario 
illustrating how the 1362 program would work in the field 
if the study findings were implemented. It begins with 
the federal government's decision to implement Section 
1362 and continues through all the major steps before and 
after a hypothetical flood in a typical community. Of 
course, this is only one way in which 1362 might work; 
other program options would yield different scenarios. 

i DISTRIBUTION OF RESPONSIBILITIES AND COSTS 

\ 

FIA will be responsible for providing all of the funds re- 
quried to acquire eligible properties as well as technical 
assistance, including: (1) information and guidance to com¬ 
munities prior to Section 1362 implementation; (2) guidance 
during each phase of a 1362 project (initial briefing, gui¬ 
dance throughout the process and review of applications); 

(3) assuming project functions that the participating state 
or local agency is unable to perform; (4) monitoring compli¬ 
ance with program requirements; and (5) assisting in plan¬ 
ning for reuse projects. 

■? The acquisition cost will consist of: (1) an insurance pay- 

ment, based on constructive total loss and paid out of the 
National Flood Insurance Fund, and (2) purchase money for 
the residual value of the home*, a comparable site outside 


The difference between the cash value of the structure before 
the flood and the insurance payment. 
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of the floodplain and the cost of the necessary appraisals 
and real estate settlement expenses associated with the 
property purchase. 

Communities will bear responsibilities and costs associated 
with 1362 acquisition, including: (1) the administration of 
the acquisition program; (2) demolition and clearance of 
acquired properties; and (3) interim property management. 

In the case of a Presidential disaster declaration, the Corps 
of Engineers may include demolition and clearance in its 
debris removal program. 

Communities will also bear responsibilities and costs rela¬ 
ted to the reuse of 1362 properties. Specifically, commu¬ 
nities will have to take all the steps required to plan and 
obtain funds for an appropriate reuse project. Depending 
on the type of reuse project, costs for additional actions 
may include: (1) acquisition of additional properties re¬ 
quired for a meaningful reuse project; (2) reuse improve¬ 
ments; and (3) reuse management. 

If properly planned, these additional expenditures can 
create benefits. As ascertained by this study a number of 
federal programs are available to fund such projects. In 
the case of federal water resource programs, the community 
has to pay 20% of the entire project cost. Since the value 
of 1362 properties in community ownership may count as part 
of the local share*, the costs to the community of a proper¬ 
ly planned reuse project may be minimal. 

Finally, property owners would be responsible for all re¬ 
settlement costs beyond those borne by the federal, state 
or local government. 

ELIGIBILITY REQUIREMENTS 

To be eligible for Section 1362 purchase a property must be: 
(1) covered by flood insurance; (2) damaged either by one 
flood event in which the damage equals or exceeds 50% of the 
structure's cash value, or by floods on not less than three 
previous occasions within five years in which the damage 
equals or exceeds on the average 25% of the structure’s 
cash value, or by any event meeting the criteria of Section 
1362(b); (3) located in an area of special flood hazard; 

and (4) offered for sale by its owner. 


This assumption will have to be legally supported. 
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To qualify, a community containing eligible properties must 

be willing and able to: (1) accept title and restrict reust 

according to administrative guidelines; and (2) assume the 

responsibilities and costs outlined above. 

IMPLEMENTATION PHASES 

Phase 1 : After the federal government decides to implement 
Section 1362, but before initial implementation. 

Time 

Frame: Assume initial implementation during FY 1980 

a. Federal Insurance Administration (FIA) prepares a pro¬ 
gram Environmental Impact Statement, if it is deemed 
necessary. 

b. FIA obtains the staff required to implement the program 
and makes provisions for technical assistance to locali¬ 
ties. 

c. FIA develops and promulgates regulations for the program 
in conjunction with possible new regulations applying 

to critical flood damage.* These regulations will be 
consistent with each other and include the following 
key provisions: (1) "substantial improvement" will be 
defined consistent with both the single event and 
repetitive thresholds of Section 1362; and (2) con¬ 
structive total loss payments will be made to critically 
damaged structures which may not be repaired at their 
existing elevations. Insurance payments will be dis¬ 
bursed contingent upon proper certification that the 
repair or reconstruction complies with NFIP and local 
requirements or is part of a 1362 property transaction. 

d. FIA develops supplemental information and guidance for 
communities in the form of pamphlets, etc. 

e. Standard contract documents are developed. 

f. Notices of 1362 availability and supplementary guidance 
are sent to all communities participating in the NFIP. 


Amending current regulations for "substantial improvements". 
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g. New forms and instructions for adjusters are developed 
and distributed. 

h. Necessary changes in data processing procedures are 
made to determine eligibility based upon repetitive 
critical damage. 

i. Legal opinions are obtained on unresolved legal issues 
including relocation. Privacy Act restrictions, and use 
of 1362 properties as a local share in reuse properties 
requiring funds under federal water programs. 

Phase 2: After FIA notifies communities of 1362 availabil¬ 
ity, but before a flood occurs 

Some communities may decide immediately that they would like 
to participate in the program and may start develping the 
necessary program requirements: identifying properties sus¬ 
ceptible to critical damage, developing reuse plans and the 
capacity for project administration and demonstrating neces¬ 
sary legal authorities. FIA's technical assistance would 
be made available to such communities. In some communities 
such advance planning might be incorporated into existing 
floodplain management or contingency planning processes. 

Other communities may take only minimal steps to prepare for 
participation in the 1362 program, probably centering upon 
establishing the necessary legal authorities. (Program 
regulations and guidelines will have specified the necessary 
authorities.) 

Most communities will probably do nothing beyond filing the 
material sent to them by FIA. 

Phase 3: Determination of property eligibility following a 
flood 

Time 

Frame : Within 4-21 days following the flood 

This phase occurs simultaneously with the two following phases . 

When an owner of an insured property claims damage an adjus¬ 
ter is assigned, either by an independent insurance agent 
or directly by FIA. As part of the assignment the adjuster 
will receive a printout of the current five-year damage 
record for the policy in question, showing the dates and 
amounts of flood damage over the five years and the estimated 
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structure cash value before each damage event.* 

As usual, the adjuster will determine both the cost of 
the present damage and the cash value of the structure 
prior to the present damage event. By dividing the cost 
of damage by the cash value the adjuster will determine 
single event critical damage. If this test is negative 
(ratio of damage cost to cash value less than 50%) the 
adjuster will determine whether the present damage event, 
in combination with any two previous damage events during 
the repetitive damage criterion. 

In every case of critical damage from single or repeti¬ 
tive events the insurance adjuster, using a standard form, 
will immediately notify the owner, the local FIA coordina¬ 
tor, the responsible elected official, the state FIA co¬ 
ordinator and the regional FIA office that the NFIP’s 
requirements for substantial improvements apply to any 
repair or reconstruction and that future flood insurance 
premiums for the property will be charged at actuarial 
rates.** 

In response to this notification, the regional or state 
FIA office will offer a technical assistance team to help 
the local FIA coordinator determine the base flood eleva¬ 
tion at the property in question in accordance with the ap¬ 
plicable provisions of CFR 60.3. "Floodplain Manage¬ 

ment Criteria for Floodprone Areas". In case of a Presi- 
dentially declared disaster the hazard mitigation team 
would assume this responsibility. If the base flood eleva¬ 
tion is determined to be lower than the lowest floor of 
the damaged structure (including basement) the claim will 
be settled as if there had not been any critical damage. 

In such cases, a review of the data used to determine the 
areas of special flood hazard in the community should be 
considered by the regional FIA office. 

If the base flood elevation is higher than the lowest floor 
of the damaged structure, the regional or state FIA office 
will notify the owner, the local FIA coordinator and the 
responsible elected official that two alternative courses 
of action apply: either the damaged structure can be recon¬ 
structed at or above the base flood elevation or the 
damaged property can be acquired under Section 1362. In 
the first case the insurance claim will be settled on the 
basis of the cost of elevated reconstruction, and payment 
will be made contingent upon certification of compliance. 


Any initial damage event covered by a federal disaster loan 
or grant which may have triggered the requirement to purchase 
flood insurance under this policy would also be recorded on 
the printout. 

Provided that flood insurance rate studies have been completed. 
If not, actuarial rates will be charged upon the completion of 
such studies. 
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If necessary, the regional or state FIA office will 
assist owners in financing the reconstruction alternative 
under the SBA disaster assistance program. (This alter¬ 
native course of the scenario is not elaborated here.) 

In any event FIA - or, in case of a Presidentially declared 
disaster, the hazard mitigation team - will again inform 
the community and owners of the availability of Section 
1362 and aid them in choosing between reconstruction and 
1362 acquisition. 

Phase 4: Preliminary discussion and authorization 
Time 

Frame : 2-7 days after the flood begins 

This phase begins with an initial briefing by FIA officials. 
It ends with the signing of an authorization by local elec¬ 
ted officials for FIA to proceed with the pre-acquisition 
investigations. 

In Presidentially declared disasters, FIA officials would 
participate in the initial briefing for public officials 
arranged by the FEMA hazard mitigation team. In non-de- 
clared disasters FIA would conduct a briefing serving the 
same purpose. This briefing would be triggered by a re¬ 
quest from local officials following the initial FIA 
notification of the availability of Section 1362. 

At the initial briefing community eligibility requirements 
for Section 1362 will be explained, along with the pros¬ 
pective benefits and costs of local participation. The 
function and form of the initial authorization would be 
explained. This document would serve as (1) a formal ex¬ 
pression of local interest in participating in Section 
1362, (2) an affirmation that the community understands 

the requirements of a 1362 project and is willing to abide 
by the regulations if it decides to apply, and (3) as an 
authorization for FIA to proceed with pre-acquisition in¬ 
vestigations. Informal discussions will be held between 
FIA and local officials. 

If no expression of interest and initial authorization is 
signed the community and owners are notified to proceed with 
substantial improvement of the existing structures. In this 
case, future flood insurance for the properties will be 
based on actuarial rates. 


t 
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Phase 5: Formal commitment 


Time 

Frame : Varies widely based on the number of properties 

This phase begins when FIA is authorized to proceed with the 
pre-acquisition investigation. It ends with FIA approval 
of an application for Section 1362 funds. These steps may 
proceed either for individual properties or for a group of 
properties. 

First, the community officially notifies owners of critical 
properties of the possibility of 1362 acquisition. This 
may coincide with an informal survey of property owner in¬ 
terest in selling. Subsequently, local officials call a 
public meeting to explain the possible 1362 project. 

Pending the outcome of the public hearing local officials 
make a formal commitment to acquire 1362 properties. This 
commitment is in the form of a very brief application form 
whose contents are listed below. 

Application Contents 

(1) Properties to be acquired 

(2) Agency to accept title 

(3) Agency to manage land 

(4) Agency responsible for enforcing reuse restrictions 

(5) Agency to administer relocation assistance if applicable 

(6) Agency responsible for demolition and site clearance 

(7) Agency administering the project 

(8) Proposed reuse (generalized) 

(9) Checklist of necessary legal authorities 

(10) Answers to checklist on environmental clearance 

(11) Agreements to abide by program regulations 

Compliance with reuse restriction 

Compliance with the requirement of voluntary sale 
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(12) /agreement to hold the federal government free from any 
liability 

(13) Agreement to provide the necessary funds for program 
administration, site clearance (if not performed by 
the Corps of Engineers) and site management 

(14) Agreement to take the necessary actions for planning 
and implementing the proposed reuse project 

(15) Agreements with any outside agencies that will be per¬ 
forming required functions; i.e. if county housing 
authority will administer relocation. 

The regional or state F1A office reviews the application 
and approves it or sends it back for additions and/or 
corrections. 

Phase 6 : Project implementation 
Time 

Frame: Varies widely with number of properties 

This phase begins with the drafting of a contract authori¬ 
zing legal and appraisal work and ends with site clearance 
or the transfer of title from FIA to the state or local 
agency. It includes the following steps: 

a. Following approval of the 1362 application a contract 
authorizing legal and appraisal work is prepared. 

b. Titel abstracts are prepared 

c. The fair market value of eligible sites - and of suitable 
replacement sites - is appraised by an independent ap¬ 
praiser with review by FIA or some other federal agency. 

d. After appraisals of eligible sites are completed a 
contract authorizing purchase is drafted and signed by 
community and FIA representatives. 

e. An offer to purchase eligible sites is made by the 
community, backed by the contract with FIA and negotia¬ 
tions proceed until a contract is signed. 

f. The title is transferred to FIA and the constructive 
total loss insurance payment and the 1362 payments are 
disbursed to individual owners. FIA offers assistance 

in obtaining SBA loans to finance the gap between owners' 
equity (after previous mortgages have been retired) and 
the cost of replacement housing. 


g. Site clearance 

h. Title transfer: FIA to state or local agency 
Phase 7 : Reuse planning and implementation 
Time 

Frame: Varies widely; estimated approximate average: 

up to five years 

At the time of acquisition, FIA offers technical assistance 
for incorporating the acquired properties into a rational 
reuse project.* 

After the development of a reuse project plan, applications 
are made by the community to appropriate state or federal 
agencies to assist funding. Again, FIA offers appropriate 
technical assistance and determines the compatibility of 
the project with the reuse restrictions on 1362 properties. 

Upon obtaining funding approvals the reuse project is 
implemented in accordance with the applicable federal or 
state program. The 1362 properties are incorporated into 
the reuse project. 

Phase 3 : Post-project activities 

Time 

Frame: Simultaneous with Phase 7; if Phase 7 is not 

completed, indefinite 

As part of its annual reporting to FIA the community will 
report on project status. Should the community leave the 
NFIP it will submit a similar report to FIA. Reuse restric¬ 
tions will not be affected by the community leaving the 
NFIP. If a change in use is contemplated a new plan must be 
submitted to FIA for approval. Initial administrative pro¬ 
cedures would set out criteria for allowing changes (e.g. 
reducing flood hazard somewhere else) and procedures for 
the changes. Procedures should be streamlined to the great¬ 
est reasonable degree for administrative efficiency and to 
promote community-federal relations. 
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APPENDIX A 


SECTION 1362 OF THE NATIONAL 
FLOOD INSURANCE ACT OF 1968, AS AMENDED 


PURCHASE OF CERTAIN INSURED PROPERTIES* 


Sec. 1362 (a). The Secretary may, when he determines that the 
public interest would be served thereby, enter into negotiations 
with any owner of real property or interest therein which — 

(1) was located in any flood-risk area, as determined by the 
Secretary, 

(2) was covered by flood insurance under the flood insurance 
program authorized under this title, and 

(3) incurred significant flood damage on not less than three 
previous occasions over a five-year period of time and 
on each occasion the cost of repair, on the average, 
equaled or exceeded 25 per centum of the value of the 
structure at the time of each flood event or was damaged 
substantially beyond repair by flood while so covered, 
and may purchase such property or interests therein, for 
subsequent transfer, by sale, lease, donation, or other¬ 
wise, to any State or local agency which enters into an 
agreement with the Secretary that such property shall, for 
a period not less than forty years following transfer, be 
used for only such purposes as the Secretary may, by reg¬ 
ulation, determine to be consistent with sound land man¬ 
agement and use in such area. 

(b) . when any real property referred to in para¬ 
graphs (1) and (2) of subsection (a) has sustained damage 
as a result of a single casualty of any nature under 
such circumstances that a statute, ordinance or regulation 
precludes its repair or restoration or permits repair 

or restoration only at a significantly increased construc¬ 
tion cost, the Secretary may enter into negotiations with 
the owner of the property or interest therein for the 
purchase of such property for the uses and purposes of 
this section. 

(c) . Whenever, as a result of damage from any casualty, 
the repair, reconstruction, or substantial improvement of 
any single-family dwelling structure located within a 
regulatory floodway and insured under the flood insurance 
program is deemed by the Secretary to be made more effec¬ 
tive from the standpoint of prudent flood plain manage¬ 
ment by elevation of the structure so it will not inter¬ 
fere with the flow of water from the base flood within 

such regulatory floodway, the Secretary is authorized 


Sec. 704 (b), Housing and Community Development Act of 
1977, Public Law 95-128. Approved October 12, 1977 provided 
for the following amendments of Section 1362: 

(1) by inserting "(a)" after "Sec. 1362."; 

(2) by striking out paragraph (3) and inserting in lieu thereor 
a new paragraph (3) 

(3) by adding paragraphs (b), (c) and (d) 






to make a low-interest loan at a rate of interest of 
2 per centum per annum, repayable in ten years to 
the owner of any such structure for the purpose of so 
elevating the structure. There is authorized to be 
appropriated for purposes of implementing this sub¬ 
section not to exceed $4,500,000. 

(d). The Secretary is authorized to issue such 
regulations as may be necessary to carry out the 
purpose of this section. 


r ■ 
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APPENDIX B 


ABSTRACT OF TASK REPORTS 


FEDERA L PROPERTY ACQUISITION FOR THE REDUCTION OF FLOOD LOSSES, December 1977 


The report examines Section 1362 as a federal property acquisition program and 
as a technique for floodplain management. An analysis of federal acquisition 
programs examines how property acquisition can be used for reducing flood losses 
and shows eight programs to be most complementary with Section 1362. 

Assumptions are made about the operation and application of Section 1362 in 
order to further evaluate its compatibility with the eight identified acquisition 
programs, especially their cost-sharing provisions. 

Appendices offer full descriptions of the individual programs analyzed in the report. 


HISTORY OF FEDERAL EXPENDITURES ON PRE-AND R OS T DISASTER ASSISTANCE . March 1978 


Past experience under disaster assistance programs was investigated. Original 
data from all federal agencies engaged in disaster relief were used to calculate 
the value of federal flood disaster subsidies by Fiscal Year from 1972 to 1976. 

At the beginning of that period SBA House Loans accounted for more than one-half 
the value of all federal disaster related subsidies. With the growth of the 
flood insurance program during this period, flood insurance subsidies as a 
share of all federal disaster relief related subsidies grew to more than 45%., 
while the share of SBA Home Loans shrank to about 10%. 

Consequently, the analysis showed that by far the most important economic benefit 
from 1362 acquisition is reduction of flood insurance subsidies in connection 
with properties eligible under the program. An additional but much less signi¬ 
ficant benefit would be the reduction of other disaster relief payments, chiefly 
temporary housing. 


ESTIMATI ON OF FEDERAL COST OF ACQUIRING FLOOD DAMAGED PROPERTIES UNDER SECTION 1362 , 
March 1980 


The report evaluates the scope and cost of the Section 1362 program and includes 
an analysis of federal budget requirements. The key source of information was 
data on flood insurance claims paid by the National Flood Insurance Program 
through June, 1979. 


113 





During this period, 6,146 flood-insured properties suffered damage that may 
have qualified for 1162 acquisition, (referred to as "critical damage"). 

Three-fourths were one-family dwellings; with few exceptions, the rest were 
other types of residential structures. 

On the average, about .1% of all properties with policies in force have suffered 
critical damage each year since 1974 when the insurance program began to be more 
broadly established. I.ess than half the critical claims resulted from 
Presidentially declared major disasters. Close to 60% of all critical claims 'were 
in the few communities witli ten or more such cases. The rest was spread over more than 
1,000 communities, most of which had only one or two incidences. 

One-fiftli of all NKIP claim payments during the analysis period went to owners 
of critical properties. Sucli properties were generally well insured, with 
effective coverage (on which insurance can be collected) averaging 93% of 
depreciated replacement or cash value. 

Depending on the level of relocation payments under Section 1362, on federal/ 
local cost-sharing requirements and on whether critical insurance claims are 
settled on the basis of damage or constructive total loss, the federal cost of 
acquiring critical properties was estimated to range - in 1979 dollars - from 
$8,000 to $30,000, with $13,500 as the cost under a middle-of-the-road approach. 

Assuming that the incidence of critical policies will average .1% of all policies 
for structures not conforming with the NFIP’s floodplain management regulations, 
the number of properties expected to be eligible and available for 1362 acquisi¬ 
tion will rise from about 1 600 in Fiscal Year 1981 to 2,000 in the year 2,000. 

The federal budget for buying these properties will range from $12 to $59 million 
during the next few years - depending on the options affecting the average 
acquisition cost. 


D ETERMINATION OF CONS ISTENCY WITH SOUND LAND USE MAN A GEMENT IN THE FLOODPLAIN , 
March 1979 

This report considers appropriate federal restrictions on the future use of 
properties acquired and transferred to State or local agencies, pursuant to 
Section 1362 of the National Flood Insurance Act of 1968. The report is based 
on research into the legal and administrative requirements of a 1362 acquisition 
program, environmental concerns, .and the practical experience of several com¬ 
munities across the country that have undertaken floodplain acquisition projects. 

The report considers three principal aspects of "sound land use management in 
the floodplain": (1) the substance of restrictions on reuse; (2) the duration 
of restrictions; and (3) the legal mechanisms for imposing restrictions. For 
each of these three aspects, a number of options are identified and several 
objectives are stated. Each of the options is then evaluated against the objec¬ 
tives. The report reaches the following conclusions: 

o federal restrictions must be imposed on the future use of all 
properties acquired pursuant to Section 1362. 







o Reuse of any properties acquired pursuant to the program should be 
limited to plans prepared by state and local agencies for open 
space and other wise uses approved by FEMA. 

o Restrictions should be perpetual, not limited to 40 years or any 
specified longer term. 

o Each of several possible legal mechanisms for imposing federal 
restrictions may be desirable depending upon the particular 
circumstances. 


Appendices present a state survey of communities with floodplain acqui¬ 
sition experience and profiles of eight communities with floodplain ac¬ 
quisition experience. 
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APPENDIX C 


BRIEF DESCRIPTIONS OF ACQUISITION! PROJECTS 


Tulsa, Oklahoma . Acquisition by t lie iulsa Urban Renewal Authority of 
38 structures damaged by floods. Where possible, houses were rehabil¬ 
itated and moved to non-floodplain areas on Tulsa's north side where 
theyhelped establish a redevelopment area. 


Baytow n , Tex as. Proposed acquisition by Corps of Engineers of 448 
dwellings in a 750 acre area suffering coastal flooding following water 
and oil extraction-caused subsidence. lligh-income population at risk; 
project justified on basis of discontinuing federal insurance subsidies. 
Cost originally estimated at roughly $17 million, but almost doubled 
by inflation during post-authorization period. (1362 profile) 


Beat r ice, Nebraska. Acquisition of 30 properties from the floodplain 
of the Blue River with city and HUD Community Development Block Crant 
monies at a cost' of $0.4 million. HUD lias contributed funds to a second 
acquisition project, this time voluntary, which has attracted more 
floodplain sellers than the town lias money to accommodate. (1362 profile) 


Baltimore County, Marylan d. County funded acquisition of 246 structures 
in 6 watersheds planned at an estimated cost of $17 million. 120 
properties acquired in first 3 years; entire 100 year floodplain acquired 
in those areas selected for acquisition. Projects coordinated with 
county capital improvements planning, recreation and open space planning, 
and land use planning. Building code virtually prohibits any new develop¬ 
ment within the 100 year floodplain. (1362 profile) 


Cl inchport, V irginia. Voluntary acquisition program entirely funded by 
TVA and run by the Scott County Redevelopment and Housing Authority. 53 
properties acquired by 1979. TVA willing to spend up to $1.9 million. 
Great demand for acquired land currently being leased for agriculture. 
(1362 profile) 


Hilo, Hawaii. 388 properties acquired in a 310 acre area subject to 
tsunami (61 lives lost, 100 people injured in 1960). Federal urban 
renewal and county funds used for the $9.75 million project. Most 
vulnerable area kept in open space, with the rest in elevated commer¬ 
cial redevelopment. (1362 profile) 
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Klamath, California . Devastated floodplain closed to reconstruct ion by 
county regulation. Nev town site prepared in cooperation with a major 
highway relocation nearby. 


8. L ilydale, Minnesota. Acquisition by Ramsey County of about 320 acres 
and relocation of 116 families in the floodway, most occupying mobile 
homes. $4.4 million funding primarily from a regional bond issue with 
some help from the state. Reuse emphasis on public open space and 
water access. (1362 profile) 


9. Prai rie du Chien, Wiscon sin. Acquisition by town of 330 structures in 
Corps of Engineers-funded relocation project in 10 year floodplain of 
Mississippi River. Total cost estimated $3.95 million with local share 
to be paid with HOD CDDC funds. (1362 profile) 


10. Waterloo, Iowa . Acquisition, renewal, and structural flood control where 
Corps of Engineers flood control planning was successfully coor¬ 
dinated with urban renewal planning. VS4 families were relocated and 
167 acres made available for industrial use. 


11. Will amette Valley Greenway. A state-local recreation and access oriented 
program involving both fee simple and Less-th. n-lee acquisition. Some 
flood damage reduction aspects. 


12. Kingery-West Subdivision, Salt Creek Watersh ed, Dul ’age County, Illinois . 
Eorest Preserve District of Dul’age County acquired 50 repeatedly-flooded 
residences using a variety of funding sources. Flood damage reduction 
and recreational objectives met simultaneously. 


13. Dos Plain e s W at ershed, I llino is. Soil Conservation Service and Metropoli¬ 
tan Sewer District have developed a flood damage redcution plan including 
acquisition and relocation ol scattered residences. SCS intends to 
try for funding under Section 73. 
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14. B ig Thompson, Col o rado . Acquisition of 123 parcels on almost 50 acres 

following 1976 flash flood which killed 139 people and caused $39 million 
in property damage. The $2.27 million county program used funds from 
LaWCON, the Secretary of interior's discretionary Fund, the Secretary 
of HllD's discretionary fund, HUD di.'.ister funds, and the Four Corners 
Regional Commission. 


15. Mar i copa W ash, Sc ottsdale, Ar izona. Permanent evacuation by town of 50 
families in the floodway using urban renewal funds, following rejection 
of Corps of Engineers' initial channelization proposal. LaWCON funds 
used to develop a floodplain park. 


16. Har ris County, T exas . The county purchased 1500 acres of undeveloped 
floodplain in the Cyprus Creek Watershed for $2.6 million to initiate 
a larger project to purchase much of this vulnerable floodplain near 
Houston before development be used for a variety of nature-oriented 
recreational purposes. To date funding approaching $5 million has been 
secured from tfie county, the state, SCS, LaWCON, Dept, of Interior 
discretionary funds, and private corporations and foundations. 


17. Soldiers Gr ove, Wis consin . The city has begun to acquire its central 
business district, currently located in the Kickapoo River Floodway, 
for relocation to an upland site. Partial funding has been obtained 
from HUD and the Dept, of Interior. 
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Col. 7 col. 6 x .001 (Estimated average incidence of critical d^jmaqe) 

Col. R Consultant's estimate, based on historical average of M J V data <>H/ 
sales in 1975 and 63/ in 1976) and on assumption that the average 
negotiated sales under a program for acquisition of critical prop* 
be higher than HUD averages. 








APPENDIX E 


ESTIMATED REDUCTION OF INUNDATION DAMAGES OF 
AN AVERAGE SINGLE-FAMILY HOME TOROUGH 1362 ACQUISITION 


REDUCTION OF INUNDATION DAMAGES 


-- 1979 PRICES -- 

STRUCTURE 

Estimated 
Current 
Aver age 
Rate: 

$4.00***/$100 

1 


CONTENTS 

Estimated 

Current 

Average 

Rate:, 

58.00 /$100 

2 


I. EXTERNALIZED FLOOD DAMAGES 

A. SUBSIDIZED INSURED FLOOD DAMAGES 


1 . 

AVERAGE CASH VALUE* 

21,605 

9,100 

2. 

AVERAGE EFFECTIVE INSURED VALUE 
a. As a % of Cash Value* 

92 

68 


b. Amount 

19,877 

6,188 

3. 

AVERAGE ANNUAL PREMIUM 
a. Total 

795 

495 


b. Unsubaidized (Insured Value x $.25) 

50 

15 


c. Subsidized (Total minus Unsubsidized) 

745 

480 

4. 

PRESENT VALUE OF SUBSIDIZED PREMIUM 

Discounted at 7 1/8% - 50 years: 13.5856 

10,121 

6,521 

CASUALTY INCOME TAX LOSSES 

1. AVERAGE CASH VALUE* 

21,605 

9,100 

2. 

AVERAGE DAMAGE 

a. As a % of Cash Value* 

71 

60 


b. Amount 

15,340 

5,460 

3. 

AVERAGE INSURANCE PAYMENT* 

12,663 

4,176 

4. 

AVERAGE DAMAGE NOT COVERED BY INSURANCE 
a. Total (line 2.b minus line 3) 

2,677 

1.284 


b. Annualized (Multiplied by Current Rate) 

107 

103 

5. 

PRESENT VALUE OF DAMAGE NOT COVERED BY INS. 
Discounted at 7 1/8% - 50 years: 13.5856 

1,454 

1,399 

6. 

PRESENT VALUE OF INCOME TAX DEDUCTION 

Estimated average tax rate: 20% 

291 

280 


C. FLOOD RELIEF COSTS 

1. ESTIMATED AVERAGE COST PER HOUSEHOLD OF FLOOD 


EMERGENCY COSTS IN PRESIDENTIALLY-DECLARED 

MAJOR DISASTERS** 4,400 

2. PERCENT OF CRITICAL PROPERTIES DAMAGED BY 

PRESIDENTIALLY-DECLARED MAJOR DISASTERS* 45 

3. ESTIMATED AVERAGE FLOOD EMERGENCY COST 
PER CRITICAL PROPERTY 

a. Total (4,400 x .45) 1,980 

b. Annualized (Multiplied by Current Rate) 79 

4. PRESENT VALUE OF FLO CD EMERGENCY COSTS 

Discounted at 7 1/8% - 50 years: 13,5856 1,076 


II. INSURANCE OVERHEAD 

A. REDUCTION OF AGENT’S COMMISSIONS 

1. AVERAGE INSURE) VALUE (I.A.2. above) 

2. AVERAGE SUBSIDIZED PREMIUM 

3. AVERAGE AGENT’S COMMISSION (15% of $72) 

4. PRESENT VALUE OF RHUICTION OF COMMISSIONS 

B. REDUCTION OF COST FOR CLAIMS ADJUSTMENT 

1. AVERAGE COST PER CLAIM FOR ADJUSTMENT 

a. Total**** 

b. Annualized (Multiplied by Current Rate) 

2. PRESENT VALUE OF CLAIMS ADJUSTMENT COSTS 

TOTAL REDUCTION OF INUNDATION DAMAGES 


19,877 

50 


11 


6,188 

22 


228 

9 


Sources: * PTFIP claims data analyzed for this study (average for single-fsnily homes) 

** Data on Federal Disaster relief expenditures analyzed for this study 
*** Estimated average acturial rate of critical properties based on 
case study research performed for this study 
****FIA, 1979 121 


TOTAL 


3 


16,642 


571 


1,076 


149 


122 

$18,560 
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